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PREFACE 


This report is an abridged version of the economic study prepared by 
Donner and Lazar Research Associates with assistance from Michel Lafontaine, 
Tamec Inc. for the Department of Communications and is available to the 
public upon request. An Executive Summary of the report, in French, begins 
on page vii- Confidential financial data gathered under terms of the 
Statistics Act has been excluded from this report as disclosure of such 
information 1s prohibited under section 16 of the said Act. Throughout this 
report, the Department has added emphasis to the key conclusions and policy 
issues to facilitate a rapid review of the contents. 


The authors wish to extend their appreciation to the many individuals 
in the broadcasting, production, advertising, and cable sectors in both 
Canada and the U.S.A. who graciously gave their time to assist in the prepa- 
ration of this study. The authors gratefully acknowledge the assistance of 
the officials at the Canadian Radio-television and Telecommunications 
Commission and at the Department of Communications, particularly 
Mr. Michael M. Tiger of the Broadcasting Policy Division in the Department 
who prepared this abridged version. 


PREFACE 


Le rapport contenu dans les pages qui suivent est un abrege de 
1 ‘etude économique préparée pour le compte du ministére des Communications 
par Donner and Lazar Research Associates, assiste de Michel Lafontaine, Tamec 
Inc.; le public peut 1 'obtenir sur demande. Le rapport a ete rédige en 
anglais. Un resume en francais se trouve a la page vii. Les données finan- 
cieres confidentielles recueillies en conformité de la Loi sur la statistique 
n'y figurent pas, l'article 16 de la loi susmentionnée en interdisant la 
divulgation. Tout au long du rapport, le Ministére a mis 1 ‘accent sur les 
conclusions et les questions de politique fondamentales, afin de faciliter la 
comprehension rapide de sa teneur. 


Les auteurs tiennent a remercier toutes les personnes des secteurs de 
la radiodiffusion, de la realisation, de la publicite et de la cablodiffu- 
sion, du Canada et des Etats-Unis, qui ont généreusement prete leur temps et 
leur concours a4 la préparation du present rapport. IIs sont aussi reconnais- 
sants aux fonctionnaires du Conseil de la radiodiffusion et des tel écommuni- 
cations canadiennes et du ministére des Communications pour 1 ‘aide qu'ils 
leur ont fourni, et plus particuliérement envers M. Michael M. Tiger de la 
Division des politiques de radiodiffusion du Ministeére auquel ils doivent la 
presente version abregee de leur rapport. 


ine ae 

bu te trees reqs 

nattigeria: Yh =f): ane toh 
ay noted Loretta? “aati fom i Si | 
wit Gt glabhtets a! bro 2m Tt 
Coe «ae ein Vue Sint Ve ye 
40. Hh uried Sutin, wire ae 
ie ty Faleniiers.an orate phar. wot betate 
i ont pial 5 2K bi Se : Sat te ak. no soz wabeu b ie’ 
‘foo fate. @igreghsiss Yow Sis Wt epee osbiix asd Inga ge 
road wit Ww waiver Ofgtt oe oF 


a 


[ 


biVesal — ay “xt Th iT ree TaD WMxs oF dete ewe 
“iG Ht eyagaus widea inh , geet Peete jnoltaeborw A 
‘q att gt fol Sea gtow toads avae vledotadtp: ore ea ht 7 
: rth sa. a4]. gabe Onan Vi bbisieop -atgltua SAT f 

va! weeuge (aT Das’ notztenled-erveh wefhsnel oe at 

js fhalnal tiie .200T7 oar wie: So Seentregot ail? Paige! 
ogel Sf at Wi hive’ \ of aii teectheens att Fo yeghT aM t 
ooretay haohtade 2itt 


~~ 


9) 
6A TU 


> 


yo OPP da 40 nad Pe Z ng ol eag) Ee ; 
(23 4A (ee cal erate Vata i) Stim > uf tty. wer tt Sup eee 
ba - 


= 


ec i viet Prar K * ites ania rong ineeseen —_ 


; yi 33 » Sinus) omaha oe ahetio 4 ee 
Aly pwoninhy Sh) Yih fd é Sere WA AQOIT AO. eth) Bal 
fn ee! fe syreqdiaes of cobtliepaay eoifets pete s 
‘ Yas fee a bool : nr ae Tine aA Tea) xl it “Or elotiag i 2 ot 
tage iy ¢ oa rdi2t ir ae; at 1 aie ub wit ve at 


vyn(i at ab we, <5 (62nemnel ode Sita on rrietin ign ah 09 
AygRAt oe aa ee 
’ 
soir und 


ag fy 8 samcrn, 2 ae +! weirs 4 tedonge? wens -™ - a 
«gf *iiot@is ef Sij./tJu M/ehewsotanet fan For rate at a i ‘Sh: 


ty gags Yunal GxSeat, Soseraaiier ae \aaiLgg pi | tah 
tured) (tus the PL 20g om et ei as 
4b bit Real s 


oe 

wittensigt anh Mi we ao VM 
#P yp Qbts' 1 sod? este deal 
6d, ) att ‘a ape ih 4 eee 
ef Jvevinn <li -lovpus mre fhe’ 


iia 


if 


TABLE OF CONTENTS 


Page 
EXEC UMIVES SUMMARY-“CENGLTSH) % c's certs cs ose PCR cele oce acelane oh ee i 
ee CEE NGI Steere sits se env isc ae men ete ieee ence ane on wes Siew s vii 
Fe UEN IECCOIUNIMOUINY at MotePahgce tat esi wie sla le ale taie “ele sie%e aiale wreveic elele’s eeteleiste ele sels sletee's I-1 
Pee PIU OUICGU HVS HOT? ENTE’ SUUCYi bale che ete cie's o'e'sta cs Selcrcte’s ele otis ces ebeeeee I-1 
Dee Ubvect ives Of ‘Broadcasting Policy Mn Canddd <0 o6 ccs cccwcess I-1 
C. Bill C-58: An Overview of its Financial Effects on 
VoSem BOI der BRORdCASTENS: see ecrers cis oe 0.6 wisisie'eia este esas eas 6 siele’s I-2 
D. Other Key Factors Affecting Canadian and U.S. 
MBO GUGES TOUS: Melete aiete + etstete aitrevereteiets ote a1a0h ete ie 6.600 0.6 wis efals sieaies I-4 
(aay PEOMNOTC 1d MHDE TEE TOM sete x chee oo'c see's ose tui%s 'ale'slere ele 'e "ete ble lane’s [-4 
imme okie Cay tl liners oe io tictersatyaratita tees esi cle cae be Rcoletei sv wiaitemn eg oe I-5 
Velveeta Ant iaint latton’ Program (INGO ATB ) "4c s'e's e's ee sve bce 6 6s 1-9 
WC emGeneV a MECORDMLCEE VENUS ci siule-cis ale stoiet «iol eic'e ele lees es I-10 
(e) Substitution of Alternate Regional U.S. 
Sigiars on Canadian Cape, % s'ss 0's ww:s'e's 0's vie 6 e's oe eG ae.s I-15 
(CPV aigicens ing oTunew Stations im Canada... se see Sasa. I-16 
II. AN EMPIRICAL OVERVIEW OF THE TELEVISION ADVERTISING 
MARICEN Sette CANADA. WAND. SIED "US's “e' sve 5% s 6 sore 00 © Se 0's © oie iS'sle.s.0 sissies II-1 
ee MCANACL all MaNKEU aise ake ace e-s(6 6,6'6.010 Sie svefe ere sin o7s ote eye o:8 Grate 6-8 II-1 
Camere Val CONMENUS 1.10450 o%sre s'aa-cle'eie's soa dais a sicisle aie'sleie eleieial II-1 
CD PREC Olan MO VEN VOW! 7% 5. ts "5 5080 5% 5 ole, cles ernie 's eee wietee Vober II-2 
Coy OVErVIEW OT une 1x MadOr Marke@tS ixc./e 2.0 wcreccle's severe ss II-4 
Be MTC e Se MOV RECes sis otele'sis'e'e me 060/00 Gia heretereatciete ee eis Obs scale nine ete II-7 
(Ca MER Ges LOMUVEV TEWias tec os :tie'a s acslovaha stam Staite ave.6: See vl spakeserace aie II-7 
(D)eSOverview of Selected? Us Ss TVs Markets’ <i.cicc%s css seo eicee es II-11 
Geeem a pOve HOV Cine 1SCIeSalc. ccs ate a7 eraleicte alole. are eles iecssiels o\e/cielaie’ eos sre II-16 
Perce Ue sme ioe ey ee C= Gre wre ei aielee.e'nis wie sie 07 ole ais ui cies) </@, 016 wie wisis\ele sas Li 
A. Estimates of the Revenue Losses to 
SSSR BOKUEY SUA TOMS iis cle ns cules ce ce sae wc cso ¥ se ess Wik es oe CLL) 
B. Estimates of the Repatriation of Advertising 
Revenues cCocCanaG 1 alls 1 ¥ sSUGU TONS: 1 occ wos 00 0.015.01e oie 0s suis es ols ITI-5 
ComrOtner’ 1MaGlS* Of VOI Ie C=O oss. ceca ses cles we cece cn cvcveneccwes II I-17 
Ca)’ Programming and ine Cultural Objective’ <...2s..2.....5.. III-17 
(b) Impact on Smaller Canadian TV Markets ...cccccccscceees III-21 
(c) Price of Advertising Time ..... Mego tte sheva ciate aistoea s Wicte at III-24 
See Review OTeOtner Mager CriciCiSinS .=+es ss c-sc0ss eset com's ITI-25 
(e) Evaluation of Policy Alternatives ...-ssscessscessccees III-31 


Myers Oh ce a tete in cercle aaa ciatd Gi hk. btovel ovalain 6 aie ale eine Sine € 0. na sie nis 6.0 91.01 6' 6's 019 Gian apie eats T1-T41 


sf 
| 
1 
t-| 
at 
b-] 
ae 


fut 
> 
i 
. a) 
a 
y ea 
Geli 
£t-3) 
ay~>! 


is{3i 


Geii7 
V-t7) 


Vist it 


G-1si 
ane 


oe 


: Leda 
vi 
steaw®weeee et [var ee a4 Ow slew 4 


‘ 
os 


ae 7 


° I 
=<) wa Ges iembs heirs ves s ree snes le 
: : " 1¢ — 


i. 
Se ae ae 


eee Pe A © oo MUUTLIUTEC LT tev 


e@t 


‘+ 


a ee ed) de atv os5)4 nottoted f torwuay 7 
-) o- & ORR WIR Vit oe + Twa 6 Oe Sera eteinters antsesot 


eee: suka ab ole SS toe oft at vi 


\ opts doe ieee i aay bat 


vot sist Agee eed tae ar OTS: 


- aes et nhae thaw ee Laces a 
oe 
* tgeer nese epawem ay 
intone Wade Lae 


“wed bds Vaee aban nh yoriet ft z 
ne egaotyh Tsrapenty #2 eco A 26 see 


(an wiae ods SP we Ree 050458 sia ; ae rt 
“t or 19 
2h hae 14 thant yinhraot te jaonahoo va 


1 02 lene Glee Ata a ek ei ate ee eee eee rm val 


‘ade seek (ane GAT FP ane ient Wo i pad WoT <t0n 


josey cea ees a . 2dowd oharoad i : tint 


eu Takotoet ererviwiia Yo psa hd 
va pd eed sede b8Gar vee GIORU eee 
ey eek a : Jeet nt ena sea 
MICITHAVGA ree aT Fh WATS 
Biers tk sorte th ae 


pet es es 


-¢ ee een eee no 
wWEeeeerer rey Tet YE eh et tT ey a ae i ptade 7 
iu 


Peer Trees Terr eee, yee “Ve: 


cally nb owe cans OEMAME NP Mein takes yeerons, 


Bea arre aar a a = . 


oer ve aa r=bhne ast eaanvalegains “a 
>= 
i 


(6.4 Kae ke Sepeses see eer a vs 
' t 


7 od 2ge20.)°eS? aH ait 
prthel eianae pedi nt sleet 


ie 
aPeypyrerr abe . 


pret a ie) Babe gh 
et sii) nai 
Rds ie wh bie 


a vet en nea ean = oh ' nee ait 
, 


Actesctenaas 


ix > SES 
io copa: 


LIST OF TABLES 


Page 

1. Canadian Placed Advertising Revenues on Border TV 

SEabrons, ntcerial ive ESEIMatCS. 19) 0=<16 0% vice sv ees 6 oles spe ee.ee T-1 
2. Estimated Gross Revenue Losses of U.S. Border 

prowacasrers.. LOV/*and 1976) CU. Se 011 ars)! caches se e's > ce os es wee T-2 
3. Estimates of Possible Repatriation of Net Advertising 

Revenues, by Market and Various Average Corporate Tax 

Resi ONS oT Prana 1970 (CUsae DOIVAYS) ‘sis thts ute ale ois 6 sce. ese T-3 
4. Estimates of Possible Repatriation of Net Advertising 

Revenues, by Market and Various Average Corporate Tax 

Resimipeions, 1977 and 1976™"(Canadta DOT drs)... «5% siete ace ese ve T-4 
5. Estimates of Winners and Losers as a Result of Bill 

Gabe, 1977 and, 1078 CNTR ToMs ot “Usos DOLIACS |) easlalds os.sra asia wsccets T-5 
6. Estimates of Winners and Losers as a Result of Bill 

Goes 1977 and 1978 (Mil ions: of -Cariadian Dollars’); %2,.is%.s'''ss.0''> T-6 
7. Annual Dollar Increases in Selected Program Categories 

and Increases as a Proportion of Total Air Time Sales, 

OCI eCRVUCe CLV GhNE. “CRKGNS and CIT Ye 19/5=1977) 2% caters s! scatetete T-7 
8. Simulcast, Winter 1977 and Fall 1977, Combined 

PADOVA EUS: Wes ate inna cavexce’ aco 50'ore,.016 steele: o' che's bis sc leetursie 6 9/4 0ece ajetelicce ele terete late T-8 
oO. ‘Simiicast. Winter 197/ and Fall V9s7., Toronto Market - 2's... 2s ee T-9 
10. Sindicast; Winter [877 and Fall 1977, Vancouver Market ....0s.<s T-10 
iis Ratings impact. of Simulcast Major Markets Fall 1977 ...0. eens s T-11 
12. Proportion of Prime-Time Shows (Sunday-Saturday, 

7:00-11:00 p.m.) on Three Buffalo TV Stations, Simulcast 

or Broadcast on Five Toronto-Centered Canadian TV Stations, 

Dy Type of Program, October 28-November 17, 1978". 32.0.6 oes sees T-12 
13. Simulcasting by Toronto Stations Against Buffalo 

VETUDOR PO=NOVENDET sir, LUlG sce sitas e s/ce oeivielecMlon ee cicic 6 sceiste ss eve T-13 
14. Advertising Rates of Network Affiliates, 

by Selected Market, 1974 and 1976" ceca cece cc caw ecessevcsese T-14 
15. Media Advertising Cost Increases in Canada, 1974-1978 .......... T-15 


16. Annual Rate of Growth of Revenues in U.S. Networks 
and Other Stations, Network, Local and National 
SPO, LOVSAIST Pests trsitehes kites seks sess SSPE hee ees etre bee T-16 


Wes 


18. 
19. 
20. 


21. 


22. 


23. 


24, 
25, 
26. 
ie 
28. 
29. 
30. 
eile 


32. 


Eo 


Page 
Annual Rates of Growth of Total Television Advertising 
Expenditures of Leading Canadian Television Advertisers 
in 1977; in Canada and the U.S., by Country of Control 
O74 = 197-7 > o:coce ace ere ove sieiate eee wae wih quate eiavep opus causee Chotetere le Neier ear aa sien een T-17 
U.S. Station Performance in Canada, Percent of Share of 
Hours Tuned = Women 18, by, Markets 1970-1977. cas ccc messtasste siereniatn chau T-18 
Cable Penetration in Canada, Percentage of Households 
by Market: 1970-1197) Gis ivisuacetsletle eleilale hau lealelelalsieletenialele casters iste aiuets oe I-19 
Selected Financial Data, Canadian Television Broadcasting 
Industry, 1974-1977 (August Year EndS)) .<.sccsles ss see sete eeuee T-20 
Selected Financial Data by Region, Private Canadian 
Television Broadcasting Industry, 1974-1977 
(August) Year EM Viwsras-ctcls sis steciee cic teieiececceierins stete ate ele etere rete otal Seeeee eee T-21 
Distribution of Total Air Sales by Local, National 
and Network, by Region, Private Canadian Television 
Broadcasting: Industiny sO 7G—10 7 7 oe a ues ein jaeress a duncote naseceresetere atacetecae T-22 
Distribution of Total Local Sales, Total National 
Sales, Total Network Sales, by Region, Private Canadian 
Television’ Broadcasting) Undus tray gee 976219 Lae claiscesevs ars ase cc's tera eres T-23 
Distribution of Total Expenses, by Region, Private Canadian 
Television Broadcasting Industry.) 1976-1977, 00 «aries, suapcuelens avers T-24 
Selected Financial Data, Relative Importance of Major 
Television Markets in Canada, by Region, 1974-1977 ....sceneeeee T-25 
Distribution of Air Time Sales, Major and Minor Canadian 
Markets, Private Broadcasters, 1974-1977 ...... Swish wee a ae 6 Beets T-26 
Distribution of Total Sales to Advertisers by U.S. 
Networks © & 0 ‘scand Al liGthersStat ions. «1973-19 @- eee eee T-2/ 
Distribution of Total Sales to Advertisers by U.S. 
Television Stations, by Network, Spot and Local, 1973-1977 ..... T-28 
Distribution of Expenses by Selected Expense Categories, 
WeSe Network and Televistonm Stations, VO/SehGI 7 een c:ctee nase. . 1-29 
Annual Increases in Selected Expense Categories, U.S. 
Network and Other Television Stations, 1973-1977 ....ceeees cases. COU 
Distribution of Revenues, Selected U.S. Television 
MaPKOU A TOV 2197 T= cs tee cis dics ys aslatetee soles nee suite afehrant ere eye dn eeriteaeien T-31 


Profit Rates (Profits/Revenues) Selected U.S. 
HeLeViS TON Markets. 19 7221977 uaa hewarceics cee die a vis ase es Oe ws Ipae 


336 


34. 


3 Die 


36. 


Ey 


38. 


39. 


40. 


41. 


Page 
Annual Rates of Growth of Broadcast Expenses, Selected 
less Telieyviston Markets; 1972-1977 .<..cese0% Me Ceeuie ees ces Ge Oees T-33 
Distribution of National Advertising Expenditures by Radio 
and Television, 50 Leading National Advertisers in 1977 
wimcandda . L974=197 7 ws. sews ces ata aitate career: Sere Geta teva as ates aie eevee 1-34 
Annual Rates of Growth of Total Advertising Expenditures 
and Total Television Expenditures of 50 Leading National 
PUVErELSehs tllecaladauiN LO) L974a0O0 7 Srcace re -wiais osc 's osc4 ee 0 ete arene T-35 
Total Television Advertising Expenditures in Canada by 
Leading Television Advertisers in 1977, Canadian or 
ROME TSM eCOM nicole: 9/41 OYL/ ac ces late sieve ai a\eca'ewierets aie Sate ais aie 6s Peeters T-36 
Total Television Advertising Expenditures in the U.S. by 
Leading Television Advertisers in Canada under Foreign 
CORCEOU LO. fe O74 = 1977. ai sinise geereierd Giese aie/al'ee sielelaie ar slaie Saou en SHE 
Television Advertising to Total Advertising Ratios by 
Leading Foreign-Controlled Television Advertisers in 
GattadarnliIntloy 7 .0le os ANG Canada, 1974-1977 <clec acs 01s alee ss <’ove/e iste c T-38 


Proportion of Television Advertising Expenditures Spent on 
Network TV in Canada and the U.S. by Leading Foreign-Controlled 
Canadian Television Advertisers in Canada in 1977, 1974-1977 ... T-39 


Annual Rates of Growth in Air Time Sales of Private 
Stations, Regions, Major and Other Markets, 1974-1977 ........ we 1-40 


Media Advertising Cost Increases in the U.S., 1974-1978 ........ T-41 


Seth tod a 


i} 
f ee es ; 
| TV. civet! Toten OF Nias _ Uae irebat & 
ised? At. pyr ee Caachi seltet vee 
rt e r is cates Se. PA wy a 
vd. nevmiad Fonagns gahitteriah tal 
eo ‘< creed awe bitigh 2 
i Phat! e6au8. PEARS 2 1A AEDS. » SERED : i 
ie. | Moan DD. Wi. tee \ 
Eriedi bags Qn ziswy be tate we a 
1% » “(eee e) Penpl etvaneday 2s: V9. esan ) nae Rae 
Stay #44 Serre itaerrs | ee Fld £- ey , hei ait 


Po UA bare enmbeaae ait hs see yiete est] 
: } | i Weurtaates” WS vt Sane i bel 
ie] e o- Spin) 5 hr sed aight dd a whet ay “ “Met. foun aly . 


Sere eee eee puke ontad nite sotainstot 7 
. . paptevet: ~abty abenn) Gt: ead ferasbe pole testet tos 
CE-Y; Cyatentas b calelasycnd the age VABGSRIEE “VET 


af aniant t21dee th ries a Sahar tvayha igizt 

t) éoe@ Said Wate! thiet bet {aerpt-npeinay 

i rer ee oe . oy MUT-OFO2 SRT. Brew atAl CAPE 
; (see 


a, 


Tt Mice err wy 2 Te oe PL reer tats tT? 

elt gerneret. Ae. t aipe) 26) BY oA) thaereiens) 41 . 

a ad a - ; phe 
Et cu. TYRLA-BET a) <DBOuy fe nase ter eenh ye Val adc nett 


eer y eytn? ut yh nt iter ee 


To err st Pie ,aloced? wate Ue “ahah oars 
Lhet? to0 Ses DRL) eee a paler seek itp 
> : <> ye OF 


’ 
f : F - i J " ’ 
( } ¥ Yes Bi pple pas baa. 


or > alien, crane Z 2 SiSaeanr * a 


a a. psi — canes 
; 


f AL, Sigal Gene, 36 Aen, seen 
7 =) be ran 10 ae as Ale . 


be ar byatat wi be icon Poa, Gi 


7 . rie aa, a 7 ier 


ie 


eid 


EXECUTIVE SUMMARY/RESUME 


EXECUTIVE SUMMARY 


The primary purpose of this study was to estimate the financial 
impact of Canada's Bill C-58 on the Canadian placed advertising expenditures 
on U.S. border TV stations. Bill C-58, an amendment to section 19.1 of the 
Income Tax Act, was passed by Parliament in March 1976 and proclaimed on 
September 22, 1976. It disallowed the deduction of Canadian advertising 
expenditures in foreign countries as a legitimate Canadian tax expense item 
if such advertising was directed primarily to a market in Canada. However, 
it did not affect television commercials directed primarily to foreign 
markets. Although there was a grandfather clause in existence which somewhat 
delayed its complete effect until September of 1977, the new Bill sharply 
reduced the flow of Canadian advertising expenditures to the U.S. border TV 
statrons in 2977 and 1978. 


The primary questions posed in this study were the following: 


1. What happened to the flow of gross Canadian advertising revenues to the 
U.S. border TV broadcasters between 1975 and 1978? 


2. Of the apparent decline in the U.S. revenues from Canadian sources, what 
proportion or amount could be attributed to Bill C-58, or to other 
factors - such as the CRTC's commercial deletion policies, simulcasting 
in Canada, Canada's AIB program, general economic events in both 
countries, the substitution of alternate U.S. signals on Canadian cable 
systems, and the licensing of new stations in Canada? 


3. Of the Bill C-58 advertising expenditure losses to the border stations, 
what amount was actually repatriated back to the Canadian TV broadcasting 
system? 


In the process of completing this project, the study was broadened to 
include a review of alternative Canadian policy actions which were also 
designed to repatriate Canadian advertising expenditures. As well the study 
includes an assessment of the main effects of the Bill (and some of the 
alternative policy proposals) and evaluates these alternative measures to see 
if these policies are consistent with the authors ' interpretation of the 
spirit and intent of the 1968 Broadcasting Act. Finally, detailed estimates 
are provided of the financial impact of Bill C-58 on the principal TV broad- 
casters in Canada and the U.S. 


It should be noted that one of the interrelated criticisms of the 
Bill was that it was imposed when there existed an already tight TV availabi- 
lity situation in Canada, and instead of resulting in more Canadian jobs, the 
repatriated advertising expenditures (primarily from Buffalo and Bellingham) 
resulted in acceleration of the costs of advertising in Canada, a squeezing 
out of advertising by the major Canadian national firms from smaller markets 
in Canada, and an unnecessarily costly bidding for U.S. syndicated shows. 


The essence of this important criticism is that while KVOS-TV 
(Wometco) in Bellingham, Washington and the three major Buffalo broadcasters 
had been adversely affected by the impact of Bill C-58, in fact Canada was 
not a net gainer of funds in that the border broadcasting losses were made up 
by the higher prices earned by the Hollywood producers for their products 
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sold to Canada. That is, Bill C-58 allowed the Canadian TV broadcasters to 
play the role of a conduit for funds from the Buffalo and Bellingham broad- 
casters to the Hollywood syndicate producers. This criticism is fully 
explored and refuted in the concluding chapter of this report. 


To place the revenue figures in some perspective, in 1975 gross Cana- 
dian placed advertising on the U.S. border TV stations amounted to anywhere 
from $18.9 to $21.5 million expressed in the U.S. currency. Based on the 
higher aggregate figure, the Buffalo stations attracted about $9.5 million, 
KVOS Bellingham about $6.7 million, while the remaining U.S. broadcasters 
attracted about $5.3 million. By 1977, Buffalo's Canadian revenues were 
estimated to have declined to $5.1 million, KVOS revenues in Bellingham to 
about $3.4 million, while other U.S. markets are estimated to have declined 
to about $2 million. Thus, one estimate places the decline of Canadian 
placed advertising on U.S. border stations from about $21.5 million in 1975 
to about $10.5 million in 1977. This study estimates that Canadian expendi- 
tures on border stations declined further in 1978, to a total of about $6.5 
million. Thus, the figures compiled by the authors indicate that a sharp 
decline in Canadian placed advertising had occurred after 1975. 


Additionally, the estimated decline is far sharper if one allows for 
some potential growth in such expenditures from the 1975 level of Canadian 
expenditures. On that basis, the study estimates that the $21.5 million 
estimated placement in 1975 could have increased to somewhere between $24.9 
and $29.7 million by 1977, and between $26.5 and $32.6 million in 1978. 
Viewed in the context of potential growth, the Canadian revenue losses were 
far more significant for the border TV stations than the simple differences. 
between 1975 and estimated 1978 levels of Canadian expenditures. 


The estimating problem the authors faced, then, was to allocate these 
apparent 1978 adjusted losses to U.S. TV border stations to losses due to 
Bill C-58, and impacts or losses due to other special factors occurring 
between 1975 and 1978. 


A capsule review of these other special effects is set out below: 


(a) Commercial deletion - The border revenue effects from this policy pri- 
marily occurred prior to the introduction of Bill C-58. Nevertheless, 
commercial deletion has had a cumulative negative effect on Canadian 
advertising on U.S. border stations. In this study, for reasons out- 
lined in the report, commercial deletion was assumed to have had no 
appreciable effect on the post-1976 Canadian flow of advertising 
expenditures to the U.S. 


(b) Simulcasting, the policy of substituting a Canadian TV signal for a U.S. 
signal when a common U.S. originating show is being aired, has in 
essence increased the gross rating points available to advertisers in 
Toronto and other Canadian cities. The shows which are simulcast are 
U.S. network shows, which normally do not carry Canadian commercials out 
of the U.S. border stations. Simulcasting has increased the revenue 
flows to some Canadian stations, and indeed some Canadian stations deli- 
berately set their schedules to maximize the revenue gains flowing from 
simulcasting. While substantial revenue flows are involved, there has 
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not been any recent increase in the aggregate number of hours devoted to 
simulcasting in Canada. Consequently, the authors concluded that 
simulcasting per se has not generated any special revenue gains to the 
Toronto based stations since 1976. 


Canada's AIB - The 1975-78 impact of the Anti-Inflation Board on 
Canadian revenues of major firms and their advertising practices was 
reviewed in the study. It was noted that other economic effects were at 
work as well] at the same time the AIB was in effect, and on the cost- 
price front there was a particularly steep rise in the cost of imported 
U.S. syndicated programs to Canadian TV broadcasters. The data and the 
interviews pinpointed a series of offsetting effets on costs and prices 
which could be traced to the AIB program. The authors concluded that 
the AIB could be safely ignored in terms of generating an estimate of 
the repatriation of Canadian advertising dollars flowing to the U.S. 
border TV stations... 


General Economic Events - The profile of growth of the Canadian and U.S. 
economies affected TV advertising expenditures in both countries and 
consequently should have affected cross-border avertising flows from 
Canada to the U.S. Involved in the incremental impacts here were adver- 
tising time costs and the prime-time availabilities in both Canada and 
the U.S. Among some special factors at work were a series of strong 
advertising time demand pressures in the U.S. in 1976, while the weak 
Canadian economy in 1977 did in effect play a part in reducing the 
advertising expenditures by Canadian based companies generally, and on 
the U.S. border TV stations in particular. Thus, a sluggish Canadian 
economy participated in the repatriation of some Canadian advertising 
back to the Canadian stations. 


Substitution of Alternate Regional U.S. Signals on Canadian Cable - The 
Switching of U.S. imported signals by Ottawa Cablevision Ltd., from the 


original source in Watertown, Plattsburgh and Utica to Rochester 
signals, where there is a viable, local market has reduced the competi- 
tive advantage of this border market in seeking and obtaining Canadian 
TV advertising. This leapfrogging strategy has already been successful, 
and has resulted in about a $1 million (annual) repatriation of Canadian 
advertising formerly placed in that market. 


Licensing of New Stations in Canada - The nunber of Canadian broad- 


casters has increased in major Canadian markets in recent years - 
through the addition of CKGN and CITY in Toronto, CKVU in Vancouver, 
CKND in Winnipeg and CITV in Edmonton. By further fragmenting the 
existing Canadian markets, these new Canadian outlets reduced the reach 
of both existing Canadian broadcasters and border TV stations into the 
Canadian markets. While the additional fragmentation of the Canadian 
market has hurt the U.S. broadcasters selling advertising time in 
Canada, the increased cable coverage in Canada since 1975 has helped 
them to some degree. The net effets can only be evaluated on a market 
by market approach, and this was taken into account in the final esti- 
mate of the Bill C-58 impact and repatriation of funds. 
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Tables 2 through 6 in the text summarize the key financial estimates 
of the impact of Bill C-58 both on U.S. and Canadian TV broadcasters. These 
are provided in both U.S. and Canadian dollars, since there were some rather 
substantial shifts in the U.S. value of the Canadian dollar between 1975 and 
1978. 


To return to the main theme of this summary statement, actual gross 
Canadian advertising expenditures (expressed in U.S. currency) were estimated 
to have declined from $21.5 million in 1975 to $10.5 million in 1977 and $6.5 
million in 1978. If reasonable growth had continued in the various U.S. 
border TV markets, Canadian expenditures would have reached between $24.9 and 
$29.7 million in 1977 and $26.5 and $32.6 million in 1978. Thus, the esti- 
mated losses of Canadian advertising revenues to the U.S. border TV stations 
ranged between $14.4 million to $19.2 million in 1977 and $20 million to 
$26.1 million in 1978. (Table 2) 


The actual repatriation of funds to Canada was less than the losses 


to U.S. border stations because of commission payments and the corporate tax 
system. Assuming one probable growth scenario - and an average 45% corporate 


tax rate in both countries, the estimated repatriation (in U.S. currency) was 
$12.4 million in 1977 and $16.6 million in 1978. The Canadian dollar measure 
of the repatriation of funds is higher, $13.2 million and $18.6 million 
respectively in 1977 and 1978. (See tables 3 and 4)! 


If one accepts an effective 45% corporate tax rate in both Canada and 
the U.S., a rough approximation of the financial winners and losers resulting 
from Bill C-58 can be made. In this exercise, it is assumed that the Cana- 
dian advertisers would invest the same amount of after-tax advertising funds 
whether or not Bill C-58 was in effect. If one ignores time availabilities 
and cost shifts, the advertisers end up in an indifferent position. But in 
the process, of course, they have reduced their advertising expenditures on 
U.S. border stations and have repatriated the bulk of their expenditures back 
to the Canadian TV broadcasting system. 


Expressed in Canadian currency, the U.S. broadcasters ' potential 
losses of air time sales amounted to about $20.4 million in 1977 and $29.2 
million in 1978. Adjusting these sales losses for commissions payments and 
tax payments, the U.S. broadcasters see their corporate after-tax income 
position deteriorate by $8.9 million in 1977 and $12.8 million in 1978. 


The Canadian advertising agencies find their commission flows reduced 


by the Bill, and with tax adjustments, their after-tax income declines $0.4 
million in 1977 and $0.7 million in 1978. 


1 The report presents in some detail the argument that the accompanying 
figures reflect maximum potential repatriation. 
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Bill C-58 results in higher revenue flows to the Canadian broad- 
casters sales, $16.2 million in 1977 and $23.2 million in 1978. After 
deducting their commission payments and extra taxes, their after-tax income 
is strengthened by $7.2 million in 1977 and $10.2 million in 1978. 


One final comment - these figures must be treated with caution as a 
wide number of estimates and fairly heroic assumptions were required to 
generate the financial impact figures. But, while the specific accuracy is 
subject to a series of estimating errors, the total thrust of these projec- 
tions suggests that the Canadian broadcasters have significantly gained in 
revenues as a result of Bill C-58, and the Canadian advertising agencies have 
seen their commission flows marginally contract because of the repatriation 
of advertising to Canada. 


According to these figures, station KVOS in Bellingham and the three 
major Buffalo broadcasters felt the financial effects of the Bill. However, 
as anticipated, the Buffalo stations have already recouped some of their 
losses by attracting additional local U.S. advertising to their stations. 
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FINANCIAL EFFECTS OF BILL C-58 - SUMMARY STATEMENT 


U.S. Gross Advertising Revenue Losses (U.S. Currency) 


1. Estimated actual changes in Canadian placed advertising expenditures from 
$21.5 million in 1975 to $6.5 million by 1978. 


2. Allowing for potential growth in expenditures from 1975 to 1978, poten- 
tial Canadian expenditures in 1978 ranged between $26.5 million and $32.6 
million. Thus, 1978 estimated potential losses to U.S. broadcasters 
ranged between $20 million and $26.1 million (source: Table 2). 


Estimated Possible Repatriation in 1978 (Canadian Currency) 

1. When allowance is made for the 1975 to 1978 growth potential, and 
assuming an effective 45% corporate tax rate in both countries, repatria- 
tion is estimated at $18.6 million in 1978. 

2. Repatriation, excluding the growth adjustment, amounts to $8.6 million. 


3. Based on the growth assumption, the advertising revenue gains were shared 
as follows among the local Canadian broadcasters in 1978. 


Toronto - $7.7 million(1) Ottawa  - $1.0 million 
Vancouver - $5.7 million Winnipeg - $2.1 million 
Montreal - $2.0 million 


1978 Estimated Winners & Losers As a Result of 
Bill C-58 - Maximum Effects (Canadian Currency) (2) 


U.S. Broadcasters - Their 1978 pre-tax income declined by $23.4 million; 
their after-tax income declined by $12.8 million (Cdn $). 


Canadian Advertising Agencies - In 1978, their estimated commission 
revenues fell by $1.2 million as a result of Bill C-58. Their after-tax 
income decline was about $0.7 million. 

Canadian Broadcasters - Air time sales increased by $23.2 million in 


1978, which translates roughly into a $18.6 million 34" in pre-tax 
income and a $10.2 million gain in after-tax income. 2 


(1) Source: Table 4. 
(2) Source: Table 6. 


THE IMPACT OF THE 1976 INCOME TAX AMENDMENT 
ON U.S. AND CANADIAN TV BROADCASTERS 


LES REPERCUSSIONS DE L‘AMENDEMENT APPORTE EN 1976 
A LA LOI DE L‘IMPOT SUR LE REVENU SUR LES 
TELEDIFFUSEURS DES ETATS-UNIS ET DU CANADA 
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La presente étude a pour principal objet d'‘apprécier les réper- 
cussions financieres de la Loi C-58 sur les dépenses engagées pour de la 
publicité canadienne faite par des stations de télévision américaines le long 
de la frontiére. Cette loi, promulguée par le Parlement en septembre 1976, 
modifie le paragraphe 19.1 de la Loi de 1 ‘'impot sur le revenu. Elle interdit 
la deduction, au Canada, des dépenses engagees pour de la publicité essen- 
tiellement dirigée vers un marché canadien et faite par une station étran- 
gere, mais elle ne vise pas les annonces principalement destinées aux marches 
étrangers. Meme si une clause d'‘exception a empeché l ‘application intégrale 
de cette nouvelle loi avant septembre 1977, celle-ci a sensiblement reéduit le 
mouvement des dépenses publicitaires canadiennes vers les stations fronta- 
liéres de télévision des Etats-Unis, en 1977 et en 1978. 


L'etude aborde les questions primordiales suivantes: 


1. Quelle a eté la tendance du mouvement des recettes brutes que la publi- 
cité canadienne a procurées aux teélédiffuseurs frontaliers des Etats-Unis 
entre 1975. et 1978? 


2. En ce qui a trait a la réduction apparente des recettes de sources cana- 
diennes aux Etats- Unis, quelle proportion ou montant en est attribuable a 
la loi C-58 ou a d'autres causes conine les politiques canadiennes sur la 
Suppression des annonces publicitaires et la diffusion simultanée, le 
programme de la commission de lutte contre l'‘inflation, la conjoncture 
economique des deux pays, la substitution de signaux correspondants 4 
certains signaux americains sur les reseaux de cablodiffusion du Canada 
et la délivrance de licences a de nouvelles stations canadiennes? 


3. Des sommes. qui étaient versées pour la publicité par des stations 
frontaliéres, quel montant a reellement ete reinvesti dans le réseau 
canadien de television? 


Pour parachever ce projet, la portée de 1'etude a été augmentée afin 
d'inclure un examen d'autres politiques canadiennes visant aussi a ramener au 
pays les depenses publicitaires canadiennes confiees a des stations etran- 
géres. En outre, 1 ‘etude contient une evaluation des principales incidences 
de la loi C-58 (et de certains des projets de politique possibles) et elle 
Soupese ces mesures afin de voir si elles sont conformes a 1'‘interprétation 
que les auteurs font de | ‘esprit et du contenu de la Loi sur la radiodiffu- 
sion de 1968. Enfin, elle renferme des prévisions detaillées des répercus- 
sions financiéres de la loi C-58 sur les principaux télediffuseurs du Canada 
et des Etats-Unis. 


Il importe de noter que l'une des critiques corrélatives formulées 
concernant la loi C-58 soutient que celle-ci a été promulguée a un moment ou 
le temps d'antenne a vendre a4 la television ne suffisait deja pas a la 
demande au Canada. Par consequent, au lieu de creer de 1'‘emploi pour les 
Canadiens, le rapatriement des depenses publicitaires qui etaient auparavent 
confiées principalement aux stations de Buffalo et de Bellingham, a entraine 
une escalade du cout de la publicité au Canada, un abandon des petits marches 
publicitaires par les grandes compagnies canadiennes et un rencherissement 
inutilement couteux pour 1 ‘achat des emissions americaines souscrites. 
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Cette critique importante repose sur le fait que KVOS Bellingham et 
les trois principaux radiodiffuseurs de Buffalo ont essuyé les repercussions 
defavorables de la loi C-58 sans pour autant que cette loi ne soit entiére- 
ment profitable pour le Canada, les montants recouvrees des radiodiffuseurs 
frontaliers éetant absorbés par la majoration des prix demandés par les 
réalisateurs d'Hollywood pour leurs emissions. En 1 ‘occurrence, la loi C-58 
permet simplement aux radiodiffuseurs canadiens de canaliser les fonds recou- 
vres des radiodiffuseurs de Buffalo et de Bellingham vers les réalisateurs 
d‘'emissions souscrites d ‘Hollywood. 


L'examen de ces recettes dans leur contexte revele qu'en 1975, les 
dépenses brutes engagees pour de la publicite canadienne faite par des 
stations de television américaines le long de la frontiere variaient de 18,9 
a 21,5 millions de dollars, en devise americaine. La ventilation du plus 
éleve de ces deux montants se presente comme suit: les stations de Buffalo 
ont attiré environ 9,5 millions de dollars, KVOS Bellingham, approximative- 
ment 6,7 millions de dollars et les autres radiodiffuseurs des Etats-Unis, 
environ 5,3 millions de dollars. En 1977, les recettes de provenance cana- 
dienne n‘atteignaient plus que 5,1 millions de dollars dans le cas des 
stations de Buffalo, 3,4 millions de dollars approximativement en ce qui 
concerne KVOS Bellingham et quelque 2 millions de dollars sur les autres 
marches américains. On constate donc que les placements publicitaires cana- 
diens aupres de stations frontaliéres américaines ont baissé des quelques 
21,5 millions de dollars qu'ils totalisaient en 1975 a environ 10,5 millions 
de dollars en 1977. Les données recueillies au cours de 1 ‘etude laissent 
Supposer que ces investissements ont continue de baisser en 1978, jusqu ‘aux 
environs de 6,5 millions de dollars. Les chiffres colliges par les auteurs 
indiquent donc une récession de la publicité canadienne confiée a 1 ‘etranger 
apres 1975. 


Compte tenu de la croissance normale qu'auraient subie ces dépenses 
depuis 1975, la baisse des investissements publicitaires aux Etats-Unis est 
effectivement beaucoup plus forte. En effet, les donnees recueillies portent 
a croire que les placements publicitaires qui s‘elevaient a 21,5 millions de 
dollars en 1975 seraient passes entre 24,9 et 29,7 millions de dollars en 
1977 et entre 26,5 et 32,6 millions de dollars en 1978. I1 est donc clair 
que les pertes subies par les stations de television frontaliéres dépassent 
beaucoup 1‘ecart entre les dépenses canadiennes en 1975 et leur niveau 
estimatif pour 1978. 


La tache des auteurs consistait donc a classer les pertes apparentes 
des stations frontaliéres américaines, rajustées au niveau de 1978, en pertes 
causees par la loi C-58 et pertes dues a d'autres facteurs particuliers 
entrés en jeu entre 1975 et 1978. 


Voice une breve revue de ces facteurs. 


(a) Suppression des annonces publicitaires - Les repercussions de cette 
politique sur le revenu des stations frontalieres ont commence a se faire 


sentir avant 1'introduction de la loi C-58. Neéanmoins, la suppression 
des annonces publicitaires a eu des consequences nefastes cumulatives sur 
les annonces faites par des stations frontaliéres des Etats-Unis mais 
dirigeées vers un marché canadien. La presente etude avance que la 
Suppression des annonces n'a pas influee sensiblement sur le volume des 
investissements faits aux Etats-Unis apres 1976 pour de la publicité 
interessant les Canadiens. 
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(b) Diffusion simultanée - La diffusion simultanée, c'est-d-dire la politique 
consistant a substituer un signal de television d'origine canadienne a un 
signal américain lorsqu'‘une méne émission américaine est transmise, a 
fondamentalement augmenté les points d'‘évaluation (GRP) des annonceurs 
des stations de Toronto et d'autres stations canadiennes de télévision. 
Les emissions diffusees simultanement proviennent des réseaux américains 
et sont diffusées par des stations frontaliéres qui, en régle générale, 
ne font pas d'‘annonces publicitaires canadiennes. La diffusion simul- 
tanée a augmenté les apports de recettes a4 certaines stations du Canada 
et il est indéniable que des stations canadiennes établissent délibe- 
rement leur programmation de maniére 4 accroitre le plus possible les 
revenus que leur procure la diffusion simultanée. Toutefois, en depit 
des sources de revenus considérables que cette pratique met a portée de 
la main, aucune augmentation du nombre total d'heures consacrées a la 
diffusion simultanee au Canada n'a été constatée derniérement. Les 
auteurs du rapport en concluent que la diffusion simultaneée en soi n'a 
pas donné lieu a un supplement particulier de revenus pour les stations 
de Toronto depuis 1976. 


(c) Programme de la CLI - L ‘étude aborde les répercussions du programme de la 
Commission de lutte contre 1 ‘inflation sur les recettes de source cana- 
dienne des principales entreprises et sur les pratiques publicitaires de 
celles-ci. Elle note que d'autres facteurs @conomiques ont conjugué leur 
incidence a celle du programme de lutte contre 1'inflation tandis que, 
sur le plan du prix de revient, les telédiffuseurs canadiens ont du faire 
face a une hausse particuliérement rapide du prix des emissions sous- 
crites réalisées aux Etats-Unis. Les renseignements en mains et les 
entrevues soulignent une serie de mouvements neutralisants des couts et 
des prix, attribuable au progranme de lutte contre l'inflation. Les 
auteurs concluent qu'on peut sans crainte faire abstraction de la CLI 
pour dresser un état estimatif du recouvrement des montants verses a des 
stations americaines le long de la frontiére, pour de la publiciteé cana- 
dienne. 


(d) Conjoncture économique - La courbe de croissance de 1 'economie du Canada 
et des Etats-Unis a influé sur les dépenses au titre de la publicite 
télévisée dans ces deux pays et devrait par consequent avoir modifié les 
mouvements publicitaires transfrontaliers du Canada vers les Etats-Unis. 
Les couts du temps d'annonce et la disponibiliteé de temps d'antenne 
pendant les principales heures d'écoute ont favorisé les tendances 
inflationnistes notées tant au Canada qu‘aux Etats-Unis. Des facteurs 
inhabituels sont entrés en ligne de compte, notamment les pressions 
exercées aux Etats-Unis en 1976 en vue d'obtenir du temps d'‘annonce et la 
faiblesse de 1'@économie canadienne en 1977 qui, de fait, a incite les 
compagnies canadiennes dans leur ensemble a réduire leurs dépenses publi- 
citaires, en particulier celles engagées de 1 ‘autre cote de la frontiére. 
Donc, 1 '€conomie canadienne vacillante a facilité la récuperation d'une 
partie de la publicité canadienne par les stations du Canada. 
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(e) Substitution de signaux americains correspondants par les compagnies de 


cablodiffusion canadiennes - La decision de | Ottawa Cablevision Ltd de 
changer la source de ses signaux en provenance des Etats-Unis, de 
Watertown, Plattsburgh et Utica a Rochester, lorsqu'il existait un marche 
local viable, a reduit 1'‘avantage concurrentiel que possedait ce marche 
frontalier en matiere de sollicitation et d'obtention de marches de 
publicite telévisée interessant les Canadiens. Cette tactique dite de 
saute-mouton a fait ses preuves et a resulté dans la recuperation 
d‘environ un million de dollars (par année) de publicité canadienne qui 
étaient auparavant investis dans ce marche. 


(f) Délivrance de licence a de nouvelles stations canadiennes - Au cours des 
dernieres annees, le nombre de radiodiffuseurs canadiens desservant les 
principaux marches du Canada a augmente grace a la création de CFGN et 
CITY a Toronto, de CKVU a Vancouver, de CKND a Winnipeg et de CITV a 
Edmonton. En fragmentant davantage les marches nationaux actuels, ces 
nouveaux debouches canadiens ont reduit la penetration des radiodiffu- 
seurs Canadiens etablis et des stations de television frontaliéres sur 
les marches nationaux. Si, d'une part, cette fragmentation a nui aux 
radiodiffuseurs ameéricains qui vendaient du temps d'‘annonce au Canada, 
d'autre part, 1 ‘expansion du cable au Canada depuis 1975 les a aides dans 
une certaine mesure. La seule facon d'‘apprecier les résultats nets 
consiste a faire une étude marche par marche. Par cons@quent, on a tenu 
compte de ce facteur dans 1 ‘evaluation ultime de 1 ‘incidence de la loi 
C-58 et du recouvrement des fonds. 


Les tableaux Z a 6 du document resument les conjectures financiéres 
prépondérantes quant a 1 'incidence de la loi C-58 sur les télédiffuseurs du 
Canada et des Etats-Unis. Les chiffres sont exprimés en devises américaine 
et canadienne étant donne les fluctuations considerables de la valeur du 
dollar canadien par rapport au dollar americain entre 1975 et 1978. 


Pour en revenir a 1'‘objet principal du present resume, on suppute que 
les dépenses brutes reelles (en devise americaine) engagees au titre de la 
publicite canadienne sont passees de 21,5 millions de dollars en 1975 a 10,5 
millions de dollars en 1977 et a 6,5 millions de dollars en 1978. Si une 
croissance raisonnable s'‘etait maintenue sur les divers marches americains de 
television le long de la frontiére, les investissements publicitaires cana- 
diens aux Etats-Unis auraient atteint un montant se situant entre 24,9 et 
29,7 millions de dollars en 1977 et 26,5 et 32,6 millions de dollars en 1978. 
Par consequent, on presume que les pertes, pour les stations frontalieres de 
télévision des Etats-Unis, au titre des recettes provenant de la publicitée 
canadienne s ‘echelonnaient entre 14,4 et 19,2 millions de dollars en 1977 et 
entre 20 et 26,1 millions de dollars en 1978 (consulter le tableau 2). 


Le recouvrement net des fonds au Canada est inférieur aux pertes 
subies par les stations frontaliéres des Etats-Unis, a cause des paiements de 
commission et du regime d'impot sur les corporations. Compte tenu du profil 
de croissance probable et d'un impot sur les corporations dont le taux moyen, 
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dans les deux pays, serait de 45%, le recouvrement presume (en devise améri- 
caine) était de 12,4 millions de dollars en 1977 et de 16,6 millions de 
dollars en 1978. Exprimée en dollars canadiens, la proportion des fonds 
recouvres est plus @levee, soit 13,2 millions de dollars en 1977 et 18,6 
millions de dollars en 1978. (Consulter les tableaux 3 et 4).1 


Sieh on reconnait un taux reel d'imposition des corporations de 45% 
tant au Canada qu'aux Etats-Unis, il est possible de deviner quels seront les 
gagnants et les perdants aux termes de la loi C-58. Le présent rapport 
Suppose que les annonceurs canadiens investiraient le meme montant de leur 
revenu libere d'impot dans la publicité, que la loi C-58 soit en vigueur ou 
non. Si l'on fait abstraction de la disponibilité du temps d'‘antenne et des 
fluctuations des couts, la situation des annonceurs demeure inchangée, sauf 
qu ‘au cours du processus, ils ont reduit leurs investissements publicitaires 
aux Etats-Unis et en ont ramené la majeure partie vers le systeéme de télévi- 
sion canadien. 


En devise canadienne, les pertes possibles des radiodiffuseurs des 
Etats-Unis sur le plan des ventes de temps d'‘antenne s‘élevaient 4 environ 
20,4 millions de dollars en 1977 et a 29,2 millions de dollars en 1978. 

Aprés rajustement de ces pertes en fonction des paiements de commission et de 
l ‘impot, le revenu des corporations aprés impot avait accuse une baisse de 
8,9 millions de dollars en 1977 et de 12,8 millions de dollars en 1978. 


En ce qui concerne les agences canadiennes de publicité, la Loi 
réduit leurs apports de commission et, apres rajustement de 1'impot, leur 
revenu net d‘impot accusait une baisse de 0,4 millions de dollars en 1977 et 
de 0,7 millions de dollars en 1978. 


La loi C-58 a eu pour resultat de hausser 1'afflux des revenus des 
radiodiffuseurs canadiens au titre des ventes; celles-ci passaient a 16,2 
millions de dollars en 1977 et atteignaient 23,2 millions de dollars en 1978. 
Une fois déduits les paiements de commission et les taxes supplementaires, le 
revenu net d'impot des radiodiffuseurs se trouvait renforce de 7,2 millions 
de dollars en 1977 et de 10,2 millions de dollars en 1978. 


Pour terminer, ces chiffres doivent etre envisages avec un certain 
recul car un grand nombre d'estimations et d'hypotheses pour le moins hasar- 
deuses ont di @tre faites pour produire des données sur les repercussions 
financiéres. Toutefois, bien que 1 ‘exactitude specifique des chiffres soit 
sujette a une serie d'‘erreurs de calcul, la tendance globale de ces projec- 
tions permet de supposer que les radiodiffuseurs canadiens ont vu leurs 
recettes croitre considerablement a la suite de la promulgation de la loi 
C-58, tandis que les agences canadiennes de publicité ont constaté une 
diminution marginale de leurs apports de commission a cause du retour des 
dépenses de publicité au Canada. 


eal 


1 Le rapport présente suffisamment en détail 1'argument selon lequel les 
chiffres qu'il contient correspondent au recouvrement maximal possible. 


RESUME 
- xii - 


Selon ces chiffres, la station KVOS de Bellingham et les trois prin- 
cipaux radiodiffuseurs de Buffalo sont perdants par suite des répercussions 
financiéres de la Loi. Cependant, les stations de Buffalo ont deja comble 
une partie de leurs pertes en attirant d'autre publicité locale américaine. 
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RESUME 
Sit < 


REPERCUSSIONS FINANCIERES DE LA LOI C-58 - CONDENSE 


Pertes brutes des stations americaines au titre 
des recettes de publicite (devise americaine) 


1. On presume que les dépenses engagées pour de la publicité canadienne 
faite par des stations américaines sont, de fait, passées de 21,5 
millions de dollars en 1975 a 6,5 millions de dollars en 1978.- 


2. Si l'on tient compte de la croissance probable des deépenses de 1975 a 
1978, les dépenses possibles en 1978 étaient de la gamme de 26,5 4a 32,6 
millions de dollars. Les pertes des radiodiffuseurs américains en 1978 
variaient entre 20 et 26,1 millions de dollars (source: tableau 2). 


Recouvrement possible en 1978 (devise canadienne) 


1. Si l'on prend en consideration la croissance possible entre 1975 et 1978, 
et si l'on presume que le taux d'imposition des corporations au Canada et 
aux Etats-Unis est de 435%, le recouvrement s‘eléve a 18,6 millions de 
dollars. 


2. Si le taux de croissance n'est pas rajusté, le recouvrement totalise 8,6 
millions de dollars. 


3. Si l'on se fonde sur la croissance preésumee, les radiodiffuseurs cana- 
diens locaux se sont partage les recettes additionnelles comme suit en 


1978: 
(en millions de dollars) 
Toronto $7.7 million 
Vancouver $5.7 million 
Montréal $2.0 million 
Ottawa $1.0 million 
Winnipeg $2.1 million 


Gagnants et perdants presumes en 1978, par suite de 
la loi C-58 - Incidences maximales (devise canadienne)2 


Radiodiffuseurs americains: Leur revenu avant impot a diminue de 23,4 
million de dollars tandis que leur revenu net d‘impot a baisse de 12,8 
millions de dollars. 


Agences canadiennes de publicité: En 1978, les revenus presumes 
provenant des recettes de commission ont diminuee de 1,2 millions de 


dollars a cause de la loi C-58. Le revenu net d'impot de ces agences a 
baisse d'‘environ 0,7 million de dollars. 


Radiodiffuseurs canadiens: Les ventes de temps d'antenne ont augmente de 
23,2 millions de dollars en 1978. Cet accroissement se traduit, grosso 
modo, par une augmentation de 18,6 millions de dollars du revenu avant 
impot et par une croissance de 10,2 millions de dollars du revenu net 

d 'impot. 


1 source: tableau 4 
Source: tableau 6 
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I. INTRODUCTION 


A. Objectives of the Study 


The primary objective of this study is to evaluate the impact of the 
1976 amendment to Section 19.1 of the Income Tax Act (Bill C-58) on the 
television broadcasting industry in Canada. 


The essence of Bill C-58 is the disallowance as a deduction against 
Canadian taxable income of advertising expenditure placed on a U.S. station 
by a Canadian conpany if the advertising was designed to reach primarily 
a Canadian audience. Thus, for most Canadian corporations, this Bill in 
essence increased their costs of advertising on U.S. border TV stations by 
about 50% (barring a price adjustment by U.S. stations). 


Although the original plan was to restrict the analysis to the finan- 
cial impacts of Bill C-58 on U.S. border broadcasters and Canadian broad- 
casters, it became immediately clear in the various stages of the project 
that the ramifications of Bill C-58 extended well beyond the financial 
impacts. Consequently, the original terms of the study have been broadened 
to include a discussion of whether Bill C-58 has effectively achieved the 
objectives set forth for it, including the repatriation of advertising 
revenues from U.S. border stations to Canadian stations. In this regard, 
this study reviews the effectiveness of other parallel policies that were 
implemented by the CRTC as part of the larger package to achieve the objec- 
tives set forth in the 1968 Broadcasting Act. In addition, this study 
considers the various criticisms of Bill C-58 that have been voiced primarily 
by U.S. border broadcasters and by members of the Canadian advertising commu- 
nity. Finally, the extension of the study includes a review and critical 
analysis of alternative policy proposals to Bill C-58 and other Canadian 
policies designed to achieve similar objectives. Most of these alternative 
policies surfaced in a series of detailed interviews the authors held with 
broadcasters, members of the advertising profession, and government 
officials. 


B. Objectives of Broadcasting Policy in Canada 


Section 3 of the Broadcasting Act entitled "An Act to Implement a 
Broadcasting Policy for Canada” states: "It is hereby declared that: 


(a) Broadcasting undertakings in Canada make use of radio frequencies 
that are public property and such undertakings constitute a single 
system, herein referred to as the Canadian Broadcasting System, 
comprising public and private elements; 


(b) The Canadian Broadcasting System should be effectively owned and 
controlled by Canadians so as to safeguard, enrich and strengthen the 
cultural, political, social and economic fabric of Canada; 


(c) The programming provided by the Canadian Broadcasting System should 
be varied and comprehensive and should provide reasonable, balanced 
views on matters of public concern, and the programming provided 
should be of high standard, using predominantly Canadian creative and 
other resources." 
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The importance of the telecommunications industry in Canada and the 
objectives for broadcasting policy as set out in the Broadcasting Act were 
reinforced in the Department of Communications’ 1973 Green Paper on communi- 
cations policy. It was stated in that report (page 8) that "...the social 
identity of a country resides in a community of thoughts and ideas, of 
values, of social and political institutions, a community which can be 
maintained and developed only through the free flow of expression and the 
easy dissemination and exchange of information... It is therefore essential 
that a high priority be given to the accelerated development of Canadian 
creative resources and to greatly increased production and distribution of 


facilities... The problem for Canadians is not primarily one of excluding 
foreign programming and sources of information but rather of ensuring access 


and exposure to such Canadian material as may be available, and of ensuring 
that available Canadian material is comprehensive and of excellent quality." 


As Catherine Swinton has noted: "The concerns of the Canadian 
government, then, is one of access for Canadian broadcasters: access to 
program time and access to resources that allow broadcasters to produce 
programs. That concern has_ shaped the policies and programs developed by 
parliament and its agents." 


Thus, when the Hon. J. Hugh Faulkner, then Minister of State, intro- 
duced what has become Bill C-58 on January 23, 1975, it was widely expected. 
The principal objectives of the Bill was to redirect funds to Canadian broad- 
casters, make Canadian broadcasting outlets economically more viable, ensure 
a broader selection of Canadian programs to viewers, make possible better 
programs, improve the prospects of new or proposed Canadian stations, and 
assist in improving the overall quality of the Canadian Broadcasting System. 


More recently, in a Toronto address (June 29, 1978) to the Canadian 
Association of Broadcasters and the National Association of Broadcasters, the 
Hon. Jeanne Sauvé stated that a primary objective of Bill C-58 was to re- 
divert Canadian-placed advertising revenues from U.S. border stations back to 
Canadian television stations in order "to secure enough funds for Canada's 
broadcasting system and make a substantial contribution to our culture." 

This was the central rationale for the Bill, according to Mme Sauve, for as 
she pointed out: "We realize that television programming is a major 
influence, if not the main one, in the makeup of one's culture." 


C. Bill C-58: An Overview of its Financial Effects 
on U.S. Border Broadcasters 


Bill C-58 -- An Act to Amend the Income Tax Act -- disallowed as a 
deduction against taxable income the costs incurred for advertising placed on 
a U.S. station by a Canadian company if that advertising was directed prima- 
rily towards Canadian audiences. Advertising placed by Canadian firms on 
U.S. television stations but aimed primarily at American consumers remained 
eligible as a deduction against taxable income. Section 3 of Bill C-58 which 
dealt with advertising on television stations was passed in March 1976, 


1 Catherine Swinton, "Advertising and Canadian Cable Television - A 
Problem in International Communications Law", Osgoode Hall Law Journal, 
Volume Lb. ec. 1977 340.5575 
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was granted royal assent on July 16, 1976 and was proclaimed into law on 
September 22, 1976. There was a grandfather clause in the Act which allowed 
Canadian companies to deduct their U.S. advertising expenditures from their 
taxable income for a period of up to one year based on contracts that were 
signed prior to the proclamation of the Act. Thus, it was not until 
September 22, 1977 that the Bill was fully effective and all Canadian-placed 
advertising on U.S. border stations aimed at Canadian audiences was no longer 
permitted as a tax deductible expense in Canada. 


There is little doubt that the Act has had a rather dramatic finan- 
cial impact on U.S. border stations. A casual examination of the corporate 
reports of three major companies that own border stations affected by this 
Act reveal rather substantial revenue losses for the stations involved. 
Indeed, the 1977 Annual Reports of Taft Broadasting (owners of station 
WGR-TV, the NBC affiliate in Buffalo) and Capital Cities Communications 
(owners of WKBW-TV, the ABC affiliate in Buffalo) state candidly that the 
impact of Bill C-58 on their Buffalo stations has been to reduce the flow of 
Canadian-placed advertising revenues by between 50 and 75 percent from the 
1975 levels. Wometco Enterprises (the owners of KVOS in Bellingham) claim 
that the impact of Bill C-58 during fiscal year 1977 was to reduce the net 
earnings per share by 15 cents or roughly $1.3 million. But all these 
Reports indicate significant growth in the companies' revenues and profits, 
particularly in the broadcasting division. 


More precise information on the financial impacts of Bill C-58 has 
been made available to us by the U.S. border broadcasters. The major U.S. 
border TV stations have provided statistics on their losses in a Memorandum 
to the U.S. Department of State on the Canadian border television problem 
dated March 30, 1978. The estimates in this memorandum are based on a Price 
Waterhouse survey of these broadcasters. The survey reveals that the ten 
reporting companies experienced a decline in gross Canadian revenue of 
approximately $9.7 million, from about $18.9 million (U.S.) in 1975 to $9.2 
million (U.S.) in 1977. Net Canadian revenues declined by about $8 million 
(U.S.) over the same period, from a level of $14.1 million to just over $6.1 
million in 1977. 


Mr. David Mintz, the general manager of KVOS, Bellingham, has pro- 
vided us with information specific to his station. The data given to us by 
Mr. Mintz is also reported in Table 1 and it shows that in the case of KVOS, 
gross revenues declined from $7.4 million (Canadian) in 1975 to $4.1 million 
in 1977 and just about $3.2 million in 1978 -- a decline of about $4.3 
million. Net revenues declined from $6.1 million in 1975 to just under $3.6 
million in 1977 and just under $2.2 million in 1978. 


As noted earlier, there can be no doubt that Bill C-58 has adversely 
affected U.S. border stations and has caused a reduction in the flow of 
Canadian-placed advertising dollars to these stations. A series of related 
questions still remain: 


(1) What is the effective amount of advertising dollars repatriated to 
Canadian broadcasters? 
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(2) Do the. dollar losses revealed in the Price-Waterhouse survey (Table 
1) reflect the full extent of the revenue losses for U.S. border 
stations? 


(3) Has Canadian programming benefited from any revenue gains that may 
have accrued to Canadian broadcasters? 


(4) What has been the impact of other factors at work during this period 
on the flow of advertising dollars to U.S. border stations and 
Canadian broadcasters? 


D. Other Key Factors Affecting Canadian and U.S. TV Broadcasters 


Bill C-58 was not the only policy initiative in operation during the 
period 1975 to 1978 which impacted on Canadian TV advertising revenues. 
During this period, the CRTC 's policies of simulcasting, commercial deletion, 
and alternating U.S. signals available on cable systems were also in effect. 
In addition, there were several important economic events that were occurring 
which distorted the identification of causality of factors. For example, in 
1976 there was the U.S. Bicentennial, a Presidential election, and the 
Olympics. In 1977, the Canadian economy experienced a mild recession, and 
the U.S. econony was still recovering from its 1974-75 recession. In 
addition, the anti-inflation program continued in Canada during 1977 and the 
Canadian dollar declined sharply vis-a-vis the U.S. dollar in 1977. As well, 
the introduction of new television broadcasters in the Canadian market and 
the increased penetration of cable contributed to increased fragmentation in 
the major Canadian television markets. 


All of these factors interacted to affect the advertising broadcast 
market in Canada and the U.S. during the period 1976 to 1978. In order to 
isolate the impacts of Bill C-58 on Canadian TV advertising revenues, it is 
necessary to consider these other events and policies and attempt to estimate 
their possible economic effects on the U.S. border and Canadian broad- 
casters. 


(a) Commercial Deletion 


The commercial deletion policy stemmed from a July 1971 CRITIC 
policy statement on cable television in Canada. One element of that 
policy statement suggested that cable television operators would in 
the future be permitted to remove commercial advertising from the 
signals of stations not licensed in Canada and to substitute other 
material in those time slots. The first application of the policy 
occurred on December 21, 1972 when the CRIC amended the broadcasting 
licence of a Calgary cable company that was importing television 
signals from a station in Spokane, Washington. As a condition of the 
licence, the CRTC required that the cable company delete or permit 
the deletion of commercial advertisements on television signals from 
stations in the U.S. on the request of local broadcasting stations 
with whom it had entered into an agreement on this particular 
subject. 


(b) 


With this precedent, the CRTC began to make mandatory the 
deletion of U.S. commercials by cable systems when the cable 
Operator's licence came up for renewal before the CRTC. Subsequent 
to the Calgary case, commercial deletion clauses were included as 
part of the licence renewals of cable operators in Montreal, the 
Maritimes, British Columbia and Edmonton. 


In August 1973, Rogers Cable Television Company in Toronto began 
to delete commercials from the Buffalo station WKBW-TV on a random 
basis and without prior amendment of its licence by the CRTC. On 
October 16th of that year, Rogers Cable together with Coaxial Colour- 
view Limited and Bramalea Telecable applied to the CRTC for amendents 
to their broadcast licences to allow deletion of commercials on a 
random basis and substitution of special promotional messages and 
general public interest announcements. The CRTC approved random 
deletion of commercial signals. However, no promotional material was 
to be substituted. Instead, public service announcements were to 
serve as the primary replacements. 


This CRTC policy resulted in a strong U.S. reaction at the poli- 
tical level and within the Canadian court system. It also produced 
meetings in June and October of 1976 between U.S. and Canadian 
officials together with talks between the then Secretary of State 
Henry Kissinger and the Hon. Don Jamieson on October 15, 1976. 


In December of 1976 the Minister of Communications advised the 
CRTC that the Canadian Government supports the postponement of 
further implementation of the commercial deletion policy. Shortly 
thereafter, the Commission issued a public announcement which stated 
that it would abide by the Government 's proposal. 


There can be no doubt that the commercial deletion policy did 
have an adverse effect on U.S. border stations, particularly the 
three Buffalo stations. (It did not affect KVOS-TV as the policy has 
not been applied in Vancouver.) Given that the rate of conmercial 
deletion has not increased since 1973, it can be assumed that dele- 
tion has not had an incremental impact on TV advertising revenues in 
Canada. Therefore, during the period under consideration, 1976 to 
1978, and in light of the political events that have occurred during 
this interval, commercial deletion has not likely contributed to any 
further decline in Canadian-placed advertising expenditures on the 
Buffalo stations and has not influenced our final estimates of the 
reduction in the flow of advertising dollars to U.S. border 
stations. 


Simulcasting 


Simulcasting -- the substitution of a Canadian TV signal for a 
U.S. signal on cable when requested by the Canadian station -- 
commenced in 1970. In that year CHCH-TV in Hamilton and CHAN-TV in 
Vancouver were the first broadcasters to request and use simul- 
casting. The major stations involved in simulcasting were CFCF in 
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Montreal, CFTO, CHCH, and CITY in the Toronto market, CKND in 
Winnipeg market, CFAC and CFCN in Calgary, CFRN and CITV in Edmonton, 
and CHAN and CKVU in Vancouver. Between November 1976 and November 
1977, the period that is critical for the purpose of our study, the 
number of simulcast hours doubled in the Montreal market from 7 to 14 
per week; declined almost 25% in the Toronto market from 573 to 43 
hours a week (this was primarily the result of a sharp decline in the 
number of hours of simulcasting on CHCH); increased by 50 percent in 
Winnipeg; more than doubled in Calgary; doubled in Edmonton; and 
slightly more than doubled in Vancouver. 


Surprisingly, the Buffalo stations as well as other U.S. border 
broadcasters, are not opposed to the CRTC policy that permits Cana- 
dian cable systems to delete U.S. station broadcasts which are simul- 
taneously presented by local Canadian stations. This point was made 
rather explicit by the U.S. border stations in a memorandum on the 
Canadian border television problems dated March 30, 1978. Spokesman 
for the three Buffalo stations in our interviews also reiterated the 
view that they were not opposed to simulcasting. 


Superficially, it would appear that the U.S. border stations are 
not opposed to the simulcasting policy because the FCC imposes a 
Similar simultaneous network program duplication requirement upon 
American cable systems. Thus, it would be difficult for U.S. border 
Stations to oppose a policy in Canada which they appear to favour in 
the U.S. But upon closer inspection of the whole matter, particu- 
larly through the interviews, it became somewhat clearer why the U.S. 
Stations, in particular the three Buffalo stations, did not have any 
serious reservations with the simulcasting policy. It seemed strange 
that the simulcast policy which appears to go farther than commercial 
deletion was not opposed by these same stations. However, it should 
be noted that the majority of the programs that are simulcast are 
network programs, aired either in prime time or during the day. 


Thus, in Toronto only two to three percent, on average, of the 
syndicated non-network shows were simulcast; while between 30 and 43 
percent of the prime time network shows were simulcast. Simulcasting 
is rare during the prime access hour of 7:00 to 8:00 and during the 
period 4:00 to 6:00 p.m. During these periods of the day, the 
Buffalo stations have purchased syndicated programs or present their 
Own produced programs and do not rely upon the networks to supply 
them with material. 


In the interviews, the authors were informed by representatives 
of the three Buffalo stations that during the prime time period, the 
networks have the bulk of the advertising minutes available to them 
and they in turn reimburse the stations for the U.S. audience deli- 
vered to the network. The Buffalo stations have approximately 13 
30-second spots available adjacent to these prime time shows. 
According to spokesmen for the Buffalo stations, these spots are sold 
to major U.S. corporations which are directing the commercial mes- 
sages at the Western New York population and not at the Canadian 
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market. In effect, very little of the prime time advertising minutes 
available to the Buffalo stations have, according to these stations, 
been sold to Canadian companies. 


The bulk of Canadian-placed advertising on the Buffalo stations, 
prior to Bill C-58 and indeed to some extent post-Bill C-58, was 
found in the time periods 4:00 to 6:00 p.m., the prime access hour 
7:00 to 8:00 p.m., and Saturday mornings on the children's shows. 
Indeed the Buffalo stations generate a rather substantial proportion 
of their total revenues during these periods. 


The statements made to us during the interviews support the 
comments made by Mr. Earl Beale (then general manager of WGR-TV in 
Buffalo) at the Proceedings of the Standing Committee on Broadcasting 
Films and Assistance to the Arts on December 1, 1975. In response to 
a question directed at the Buffalo stations, Mr. Beale pointed out: 
“The amount of revenue derived from prime time is much less than the 
normal conception of it. We make the major part of our money in 
local time periods, time periods that we originate from our 
Stations -- not adjacencies to network programs, that would be a 
minor part of our total revenue." 


Since network shows are the ones that are predominantly simul- 
cast and not the syndicated non-network programs purchased by the 
Buffalo stations, it becomes somewhat more clear why the Buffalo 
Stations are not adamant against Canada's simulcast policy. In 
essence, they know that they have not been significantly hurt by this 
particular policy. Upon this theme, the further question emerges as 
to why the syndicated non-network shows are not simulcast more 
frequently than they currently are. 


Mr. Philip Beuth, Vice-President and General Manager of WKBW-TV, 
informed the Standing Committee that "we do not, however, buy exclu- 
Sive rights because it is a very complicated system. If we were to 
buy exclusive rights to Canada, they would have to exclude Toronto." 


While buying exclusive rights for syndicated, non-network pro- 
grams in a geographic area in the United States is common practice 
(as witnessed by the situation between Baltimore and Washington, D.C. 
stations or Boston and Providence stations), the Buffalo stations 
stated at these hearings that they had not gone along with this 
particular policy of demanding exclusivity over another marketplace 
in the U.S. For this reason, of course, they refused to ask for 
program exclusivity between Buffalo and Toronto. However, in the 
discussions the authors held with representatives of the three 
Buffalo stations, the Buffalo broadcasters noted that while they do 
not purchase exclusive rights for the programs in the strict legal 
sense, when negotiating with the syndicators, the Buffalo stations 
were able in many circumstances to insert clauses into the contracts 
that prevented the Toronto stations from either pre-releasing or 
simulcasting these same syndicated programs if they were purchased by 
Toronto stations, or prevented the Toronto stations from getting the 
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same package of programs from the syndicators -- the programs would 
either be older or the Buffalo stations would have the right to 
pre-release them over the Toronto stations. 


In effect, the contractual arrangements that have been entered 
into between syndicators and the Buffalo stations have effectively 
removed the Toronto stations or have eliminated any possibility of 
the Toronto stations purchasing similar syndicated non-network 
programs and simulcasting them against the Buffalo stations in 
non-prime time periods. These observations have also been supported 
by spokesmen for CHCH-TV and by direct discussions with principal 


syndicators in Los Angeles. In our opinion, the legality of these 
contractual arrangements seems to be somewhat in question. 


It is our opinion, however, that if a policy of non-simultaneous 
substitution were adopted and if applied to network and non-network 
Shows alike, that the Buffalo and other U.S. border stations would 
have strong objections since this policy would be perhaps more 
thorough and more devastating to Canadian advertising on border 
stations than random commercial deletion. The Buffalo and other U.S. 
border stations might respond by trying to then purchase exclusive 
rights to these syndicated programs. But in the absence of the 
introduction of such a policy, we do not believe that Canadian 
stations will be actively seeking and bidding for such syndicated 
non-network programs. 


The discussion now shifts to the question as to whether simul- 
casting in fact altered the flow of Canadian advertising revenues to 
the Buffalo stations. In our discussions with spokesmen for the 
Buffalo stations, we received the impression that there was little, 
if any, impact on the flow of Canadian advertising revenues to the 
Buffalo stations stemming from simulcasting in Toronto. 


Equally surprising, our review of the rates charged by the U.S. 
networks for commercials placed on the networks during prime time 
revealed that the Buffalo rate had not declined in relative terms 
over the period 1973 to 1976 despite the fact that simulcasting had 
become increasingly more prevalent in Toronto during this period and 
in spite of the fact that random commercial deletion had been 
occurring in the Toronto market. As the data in Table 4 reveal, the 
rate for Buffalo has been and continues to be well above the rate 
charged for cities of comparable market size. This suggests to us 
that the networks do in fact take into account the Toronto audience 
of the Buffalo stations in setting their rates for network advertise- 
ments placed by the large multi-national corporations. 


1 Ironically, an examination of figures on U.S. network compensation to 
the regional stations suggests that the Buffalo stations are not 
compensated for the Toronto audiences and for the higher rates charged by 
the networks. This suggests that the networks are important beneficiaries 
of the off-air and cable spillover into the Toronto market from the Buffalo 
Stations. The large multinational corporations that advertise on the 
networks do not gain any net advantage from the spillover for they are in 
fact paying for the Toronto audience when buying advertising time from the 
networks. 
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At this point our basic concern is to disentangle the effects of 
simulcasting from the other events that were occurring during the 
1976 to 1978 period, in order to estimate the financial impact of 
Bill C-58. It is clear that simulcasting has contributed to 
increasing the revenues of certain stations in the Canadian market. 
While none of the Canadian stations interviewed were able to give us 
any precise estimates of the effects of simulcast on their 
advertising revenues, there have been several outside estimates made 
of the simulcasting revenue effect on Canadian stations, including 
the CCTA‘'s January 1978 document and a subsequent CRTC estimate. 


Data from a 1977 study by Media Stats Inc. suggest that with the 
exception of Toronto, the aggregate number of hours of simulcasting 
has increased in most major Canadian cities and that this likely 
resulted in some increase in the advertising expenditures on the 
Stations in these markets. We are, however, not confident that these 
additional expenditures came from substitutions from U.S. broad- 
casters, other Canadian media or other stations in the Canadian 
market. Consequently, at this stage we will set aside the possible 
effects of simulcasting on the flow of advertising revenues both 
within the Canadian market and between the Canadian and U.S. 
markets. 


At a later point this study reviews the separate markets and 
individual stations in greater detail, and the simulcast issue will 
be dealt with again at the more micro level. At this stage, one can 
argue that in the Toronto market simulcasting has not appeared to 
have had an incremental effect since there has not been any increase 
in the aggregate number of hours devoted to simulcasting. Hence, we 
adopt the assumption that any changes or special gains in revenues by 
Toronto-based stations since 1976 are not likely to have originated 
from the increased simulcasting. 


(c) The Anti-Inflation Program (AIB) 


The Anti-Inflation Program introduced in October of 1975 may 
have had a two-pronged effect on the advertising market in Canada. 
Since the AIB limited price hikes to allowable cost increases, this 
program imposed constraints on the price increases that possibly 
could have been introduced by the private broadcasters in the major 
Canadian markets. Indeed, throughout this period of time, Canadian 
advertisers and advertising agencies claimed that a seller's market 
predominated during the prime time period. While Bill C-58 increased 
the market strength of the Canadian broadcasters, the AIB might have 
prevented excessive advertising price increases from being introduced 
by the broadcasters. In fact, our data indicate that the advertising 
time price increases on television during the period 1975 to 1977, 
were not drastically out of line with the general rate of increases 
in the consumer price index over the same period. 
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In addition, the AIB imposed restrictions on the rate of 
increase of certain expense items, including advertising, promotion 
and public relations expenses. In contrast to the above effect, 
expense limitations might have curtailed the growth and demand for 
advertising time on television stations. 


For the purposes of this study, it is only necessary to consider 
whether the AIB was a significant incremental factor on the adver- 
tising market between 1976 and 1978. On the demand side of the 
equation, we suggest that the guidelines restricting expenses did not 
have any significant impact during this period on the growth rate of 
TV advertising expenditures, since from 1976 on, the real growth rate 
of the Canadian economy was well below the long-run average. In 
addition, profit growth, particularly during 1975 and 1976, was well 
below the historical average for major corporations. In effect, in 
the time period considered the slow growth of the Canadian economy 
was more likely to have been the significant negative factor in 
influencing advertising expenditures rather than the AIB guidelines. 


On the supply side of the advertising market, relatively few of 
the broadcasters were directly covered by the AIB guidelines, since 
there are few broadcasters with more than 500 employees. Neverthe- 
less, the impressions derived from our interviews with Canadian 
broadcasters was that most of them voluntarily complied with the 
guidelines and did impose restrictions on the increases in their 
advertising rates. 


But it was frequently pointed out to us by the advertising 
agencies and advertisers that although the cost per rating point as 
published on rate cards did not increase as dramatically as one would 
have expected with the introduction of Bill C-58, it was becoming 
more prevalent among Canadian broadcasters to tie the sale of prime 
time availabilities with fringe time availabilities. In this way, 
the effective cost per rating point was increased by much more than 
the posted increase in the price per rating point during any specific 
period of the day. Hence, it would appear, based on both rate data 
and interviews, that advertising rates did increase somewhat more 
rapidly than the rate of inflation in Canada - even though the AIB 
did cause some moderation in the rate of increase. Canadian broad- 
casters were able to circumvent the guidelines to a certain degree as 
they in turn were able to demonstrate rather high increases in 
programming costs. 


General Economic Events 


The flow of advertising expenditures tends to be linked to cor- 
porate profits which, as noted earlier, are a very volatile factor in 
the North American economy. When national economic conditions are 
buoyant, and profits are increasing, most companies record increases 
in advertising expenditures to sales ratios. On the other hand, when 
economic conditions are deteriorating and profits are weak, one is 
likely to notice a corresponding decline in advertising to sales 
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ratios. Hence, economic conditions in both the U.S. and Canada 
during the period 1975 to 1978 are important to consider in order to 
capture the effect of Bill C-58 on the flow of advertising revenues 
between Canada and the United States. 


In 1974 and 1975 the U.S. experienced its sharpest post-war 
recession, as real GNP contracted 1.4% and 1.3% respectively in each 
of those two years. Pre-tax corporate profits also declined in 1975, 
5.1% in current dollars. While GNP declined in real terms, nominal 
GNP increased by 8.2 percent in the United States and nominal 
consumer spending rose as well. We need to focus on nominal GNP and 
consumer spending growth rates since advertising expenditures are in 
nominal terms and price increases imposed by the networks and their 
affiliates are not discounted when television advertising totals and 
growth rates are calculated. 


In light of the deteriorating economic conditions in 1974 and 
1975, it is not surprising that the growth rate in total sales of 
television time to advertisers by all U.S. stations and the three 
major networks increased by only 8.4 percent during the 1974-75 
period as compared to 8.8 percent in the 1973-74 period. In the U.S. 
the only relatively bright spot during the 1974-75 period appeared to 
be sale of advertising time to local advertisers -- as expenditures 
for locally placed advertising increased by 10.1 percent during the 
1974-75 period. 


Thus, the majority of the U.S. television markets experienced 
lower advertising revenue growth rates in 1974-1975 than in 1973- 
1974. The recession, although an important factor, was not the only 
one influencing these trends - since 1974 was a non-presidential 
election year and there was an upsurge in advertising expenditures 
for polical purposes in that year. 


In both 1976 and 1977 the U.S. economy advanced at a strong real 
rate of growth with real GNP increased by 5.7 percent in 1976 and at 
a somewhat lower 4.9 percent rate in 1977. During this same period 
pre-tax profits in the U.S. rose by 29.4% in 1976 following a con- 
traction of profits in 1975. By 1977 profits in the U.S. were still 
expanding more rapidly than nominal GNP. In effect, then, profit 
growth was accelerating out of the 1974-1975 recession and in abso- 
lute terms, the increases in corporate profits were substantial. 


1976, in addition to being the first year of economic recovery 
in the U.S., was also a special year from several other perspec- 
tives - the U.S. bicentennial, the presidential election and the 
winter and summer Olympics. All these factors interacted to put 
extreme upward pressure on the demand for television time in the 
United States. 


The authors concluded that as a result of these various events, 
national advertisers in the U.S. found it extremely difficult to 
purchase all the desired time availabilities on the networks and were 
increasingly compelled to purchase spot time in the regional markets 
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in order to achieve their target rating points in local markets. 
Local advertisers were in turn squeezed because the better time 
availabilities were being purchased by national advertisers and local 
time was being sought after by candidates running for political 
office. As a result of rapid economic expansion out of a deep 
recession and the special factors already noted, the increase in 
total advertising revenues for the three networks and other U.S. 
television stations was sharper during 1976 and 1977 than would have 
been predicted based on normal long-term trends. 


While local advertising revenues increased by 28.2 percent in 
1976, a large part of this increase reflected price increases that 
were supported by the substantial demands on available time by the 
national advertisers and as well, reflected TV time purchases by 
local politicians. 


By 1977 the advertising cycle was moderating as the U.S. econo- 
mic recovery was not as sharp as it had been in 1976 and the special 
factors of the presidential election, the Olympics, etc., were no 
longer in place. Thus, time availabilities on the U.S. networks did 
open up for the national advertisers and, as a result, many national 
advertisers were able to obtain the total desired avails for the 
major markets by purchasing network time. Thus, the accompanying 
Statistics indicate that U.S. firms diverted a significant proportion 
of their advertising expenditures, or at least of their incremental 
new expenditures, away from the spot market back to the networks. 


In the Buffalo market, spot revenues in 1977 declined by 20.1% 
compared with the 1976 level, while local revenues gained 17.4%. 
1976 was not a good year for spot advertising revenues in Buffalo, as 
the gains measured against the previous year's figure were very low 
by the standards of other markets. To sum up this point, a slow 
growth in spot advertising revenues in Buffalo occurred in 1976 and 
was followed by deep decline in spot revenues in 1977. 


Although Bill C-58 became effective in September of 1976, its 
approval was expected throughout that entire year. This realization 
might have had a negative impact on the growth of advertising reve- 
nues in the Buffalo market. But the picture is clouded by the 
reality that the growth rates of advertising revenues in the Buffalo 
market in the 1973-1974 and 1974-1975 period was sluggish, and were 
well below the national average growth rates. Hence, it is not that 
surprising that in 1975-1976 the growth of advertising revenues in 
Buffalo was less than one-half the national average growth in adver- 
tising revenues. While the expectations and the reality of Bill C-58 
on Buffalo's poor advertising revenue performance clearly played a 
role, it should be kept in mind that although 1976 was the beginning 
of the economic recovery in the U.S., the recovery of Buffalo and 
Western New York lagged significantly behind other regions of the 
Wer 
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In the important major markets, the growth rates in advertising 
revenues were well below the record levels attained in 1975-1976 and 
in six of the seven major markets, spot advertising revenues actually 
declined although the declines were rather small in percentage terms. 
To reiterate a point raised earlier, the decline in Buffalo spot 
revenues was sharp in 1977, 20.1 percent. While the shifting expen- 
diture patterns in the overall U.S. television market might be par- 
tially responsible for this substantial decline, the impact of Bill 
C-58 must have been critical. With the exception of the Providence 
market, the other four markets that are comparable in size to Buffalo 
experienced some modest increases in spot advertising expenditures 
between 1976 and 1977. Moreover, the Burlington-Plattsburgh market 
also registered a decrease in spot revenues in 1977 and here again, 
Bill C-58 must have been a key factor. However, Bill C-58 alone 
cannot account for the Buffalo and the Burlington-Plattsburgh spot 
revenue declies in 1977. The changing structure of the U.S. adver- 
tising market in 1977 also must have played a role although it is 
difficult to evaluate the full impact of this factor. 


In addition, the U.S. value of the Canadian dollar declined by 
approximately 8 percent from year end 1976 to year end 1977, thus 
effectively increasing the Canadian dollar price of advertising time 
in the Buffalo and other U.S. border markets by that full amount. 
There is anple evidence to demonstrate that there has been some 
price-cutting by the U.S. border stations as a result of Bill C-58, 
and it could very well be that part of these rate cuts were to 
compensate for the higher value of the U.S. dollar. 


Canada's economy also influenced the flow of Canadian-placed 
advertising to the U.S. border stations. While the U.S. experienced 
a deep recession during 1974 and 1975, there was a pattern of fairly 
strong recovery in 1976 and 1977. The Canadian pattern was somewhat 
less cyclical, slow growth during 1974 and 1975, some modest recovery 
in 1976, and then extremely slow growth in 1977. In general, with 
the exception of the 1976 stimulus from tourist expenditures asso- 
ciated with the Montreal Olympics, the Canadian economy has performed 
well below its potential since 1973. 


Thus, total Canadian TV advertising expenditures increased by 
13.6 percent in 1974-1975, 27.4 percent in 1975-1976, and 13.3 
percent in 1976-1977 in Canada. A comparison of these Canadian 
growth rates to the growth rates for total advertising revenues of 
the U.S. stations and networks in the U.S. surprisingly illustrates 
similar growth in Canada and the U.S. With the exception of 1974- 
1975, when Canada's advertising expenditure growth rate was well 
above the increase in the U.S.+, the nominal growth rates in the 
two countries in 1975-1976 and 1976-1977 were almost identical. 


1 These differences could simply reflect the more serious nature of the 
economic decline in the U.S. relative to Canada and the fact that 1974 was 
a non-presidential election year. 
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This suggests, given the different economic performances in both 
countries, the introduction of the AIB in Canada, the impact of the 
U.S. presidential election and the bicentennial celebration in the 
U.S., that advertising budget growth rates of U.S. companies, ope- 
rating in both Canada and the U.S., are likely to be determined by 
the U.S. parent and simply duplicated by the Canadian subsidiary. 

The comparison of the growth rates of advertising expenditures by the 
40 largest foreign-controlled television advertisers in Canada seem 
to display a rather remarkable similarity to their U.S. parent growth 
rate patterns. 


Returning to the main theme of this part of the study, the 
company advertising data and the statistics on the aggregate 
increases for television advertising expenditures in Canada imply 
that, in the absence of Bill C-58, there would have been rather 
strong demand pressures by Canadian firms to advertise on U.S. border 
stations in 1976. Indeed, the actual large expenditure increases in 
1976 in Canada suggest a rather tight supply of time availabilities, 
particularly those most desired by major advertisers. One should 
have expected some moderation in demand to advertise on border 
stations in 1977, particularly when one considers the devaluation of 
the Canadian dollar. However, we cannot consider Canadian demands 
for border station time in isolation of what was occurring in the 
Was. 


Although there would appear to have been relatively strong 
demand pressures by Canadian advertisers for U.S. border station time 
in 1976 and 1977, at the same time there were rather strong demand 
pressures in the U.S. itself, which we noted, was not completely 
Shared by the Buffalo market. In 1976, the growth in spot adver- 
tising revenues was only 12.4 percent in Buffalo,well below the 
national average, but in line with the previous year's experience of 
Buffalo relative to the national average or to the large seven 
markets. Since economic conditions in the Buffalo area were rela- 
tively depressed as compared to other areas in the U.S., demand 
pressures for spot time in the Buffalo market were not as great as 
elsewhere, and this might have opened up some prime time access and 
4:00 to 6:00 p.m. availabilities for Canadian advertisers at 
reasonable prices. 


In 1977, with a general weakening of demand for spot time in the 
U.S., the supply of availabilities would have increased or corres- 
pondingly price pressures on such time availabilities would have 
declined. As a result, and in the absence of Bill C-58, a larger 
proportion of Canadian demand, could have been satisfied by the U.S. 
border stations. Offsetting this weakening in supply conditions on 
the Buffalo side of the market was a corresponding decline in the 
demand side from the Canadian-based advertisers. When one adds to 
all this the effets of Bill C-58 of reducing the demand for border TV 
advertising time, particularly on the Buffalo stations, it is not 
surprising that there was a rather sharp decrease in spot advertising 
revenues in the Buffalo market. As noted earlier, part of the sharp 
1977 decrease in spot revenues in the Buffalo market must have 
reflected the general weakness of this market in the U.S. This 
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point was also emphasized in our interviews with advertising agencies 
in New York. Indeed, in the March 30, 1978 memorandum on the Cana- 
dian border television problem, the U.S. border stations suggested 
that "some portion of the decline in Canadian revenues might arguably 
be attributed to the softness of Canada's economy generally." 


In order to attempt to disentangle the economic effects from the 
Bill C-58 effects, at a later stage this study uses other data to 
cross-check some of our other estimates. 


In the case of companies in which the growth rates of adver- 
tising expenditures in Canada were well above the corresponding 
growth rates of the parent company in the U.S., we would argue that a 
significant proportion of this difference must be accounted for by 
the impact of Bill C-58. That is, even though economic conditions 
might not have warranted such a dramatic increase in advertising 
expenditures in Canada, the seeming reallocation of their expendi- 
tures from U.S. border stations to Canada would generate rather 
substantial increases in advertising expenditures on Canadian televi- 
sion. This, then, is the basic methodology that this study employs 
to disentangle the economic effects from the Bill C-58 impacts. It 
is intended that these estimates will be used to cross-check the 
reliability of other estimates that we will derive. 


Obviously, there is some danger in this methodology of misinter- 
preting the empirical results. For example, in some cases, a reallo- 
cation of advertising expenditures from U.S. border stations to 
Canada might have been primarily due to the recession in Canada and 
the slower growth in the U.S., rather than to Bill C-58. The spokes- 
men for the Buffalo stations, Canadian advertising agencies, and 
advertisers in Canada indicated that time availabilities in Canada 
are critical. Purchases in Buffalo, for example, are made only after 
the desired time availabilities on Canadian or Toronto stations were 
purchased and companies found that they were unable to obtain the 
desired weekly number of gross rating points in the Toronto market. 
Hence, it is possible in the future, if Canadian economic conditions 
turn up dramatically and profit levels rise sharply, that the 
resulting increases in advertising budgets may necessitate, once 
more, large-scale purchases of time on the Buffalo and other border 
stations, even with Bill C-58 in existence. In effect, this analysis 
suggests that weak economic conditions in 1977 did play a joint role 
of reducing advertising expenditures by Canadian-based companies on 
the U.S. border stations and in repatriating a significant proportion 
of these expenditures to Canadian stations. 


Substitution of Alternate Regional U.S. Signals on Canadian Cable 


The CRTC granted Ottawa Cablevision Ltd. the right to commence 
on October 1, 1977 to pick up U.S. network signals from Rochester and 
substitute the Rochester signals for those previously imported into 
Ottawa from Watertown, Plattsburgh and Utica. As reported in the 
September 20, 1977 issue of The Ottawa Journal, the plan "was to pick 
up the programming from all three U.S. networks from three stations 
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in Rochester, New York, an area where there is a viable local market. 
They would not be inclined to reach into Eastern Ontario for 
additional advertising revenue as WWNY Watertown has for several 
years." 


This innovative CRTC policy of leapfrogging U.S. border stations 
in order to reduce their competitive advantage of seeking and 
obtaining Canadian advertising expenditures has rather important 
long-term ramifications, as well as implications for the impact of 
Bill C-58. The Ottawa Journal article suggested that the revenue 
losses to Watertown and Plattsburgh resulting from this switch may be 
in the $1 million plus range and will occur in the post-September 
1977 period. As to the long-term effects, by substituting distant 
Signals from markets where advertising rates and market size are much 
larger than from nearby U.S. border markets, the CRTC may have come 
up with a policy which not only is complementary to Bill C-58, but 
perhaps even nuch more effective in stopping or dramatically reducing 
the flow of Canadian advertising revenues to U.S. border stations. 


The reaction of the U.S. border stations to this new CRTC 
initiative has been quite predictable. In that oft-cited March 30 
memorandum, U.S. border stations commented with regard to the 
switching of signals by Ottawa Cablevision Limited that "we do not 
suggest that a station such as WWNY-TV has any ‘right' to be carried 
on the Ottawa or any other Canadian cable systems, or to earn 
Canadian advertising revenues. We do urge that it is grossly unfair 
for the CRTC to encourage or force Canadian cable systems to reach 
out for distant American stations, ‘leapfrogging' those whom the 
cable operators would otherwise select, for the purposes of obtaining 
American program service from stations that are (as a practical 
matter) unable to sell advertising to Canadians." Our report sug- 
gests that this argument is entirely specious, and does not merit 
serious consideration by the CRTC or the Department of Communica- 
tions. 


Licensing of New Stations in Canada 


During the past few years new television stations have been 
licensed in the major Canadian markets with the exception of 
Montreal. For example, the number of broadcasters has increased by 
the addition of CFGN and CITY in Toronto, CKVU in Vancouver, CKND in 
Winnipeg and CITV in Edmonton, which has fragmented the markets in 
these cities even further. By dividing the local markets into more 
pieces, these same stations attract audience to some degree from both 
existing Canadian stations in these markets as well as from U.S. 
broadcasters, either by off-air or cable. The emergence of these new 
stations has led to what John Tomlinson of Hayhurst has labelled 
media inflation. 


It is clear that the major advertisers on television are reluc- 
tant to purchase time, even prime time, on new stations when the 
ratings are unknown or in cases where the ratings while known, are 
dramatically low. Thus, major advertisers are compelled to increase 
their advertising expenditures on the existing large audience sta- 
tions to reach their rating point targets. Ironically, the further 
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fragmentation of markets may have pushed large advertisers towards 
the large Canadian broadcasters by increasing demand for existing 
prime time availabilities, and prices may have been pushed up 
Significantly enough to more than offset the potential reduction in 
revenues (due to added competition) to a particular station. 


Our data reveal that in the Toronto and Vancouver markets the 
viewing share of American stations had declined rather sharply 
between January 1976 and November 1977) In Vancouver, the 
decline in the share of U.S. viewing was largely centred in the 
Seattle stations, with KVOS 's share declining marginally from 13.2 
percent in January of 1976 to 12.4 percent in November 1977. Hence, 
although there was tight supply in the Vancouver market, there was 
likely to have been downward pressure on the relative price of 
advertising time on KVOS as compared to CHAN, CHEK, and CBUT in the 
Vancouver-Victoria area because of declining ratings prior to the 
introduction of Bill C-58. In the other markets in Canada, most 
notably Montreal, Winnipeg, Calgary and Edmonton, U.S. station 
viewing shares have remained relatively constant or have increased 
marginally. 


Thus, there are conceptually two offsetting forces at work 
vis-a-vis border station advertising. In one direction increased 
fragmentation stemming from the licensing of new stations may have 
Stimulated additional advertising expenditures on the Buffalo 
stations or alternatively there is the offsetting factor related to 
declining Canadian viewing of U.S. border stations. CHCH-TV provided 
some figures which suggest that the licensing of CKGN and CITY in 
Toronto has had a more detrimental impact on the aggregate viewing 
Shares of the three Buffalo stations than on the aggregate viewing 
Share of Canadian stations. The figures suggest that CKGN and CITY 
have attracted some of their viewers from existing Canadian stations 
(notably CBLT and CFTO), but at the same time viewers have been 
attracted from the Buffalo stations, notably WBEN (now WIBV). 


In one of our interviews, we explored with Buffalo stations 
spokesman, the impact of fragmentation on the expected growth rate of 
Canadian revenues for his station. That spokesman felt that, even 
without Bill C-58, the revenue increases from Canadian-placed adver- 
tising would have levelled off at his station, and would not continue 
at the pre-1976 pace of 10 percent annual increases. While spokesmen 
for the other two stations did not provide any precise estimates, 
they felt that to some extent, increased Canadian fragmentation would 
reduce their station revenues. That is, they felt that increased 
fragmentation had a negative impact on the growth rate of Canadian- 
placed advertising revenues with their stations, and that this 
negative impact would have accelerated over time, even without Bill 
C-58. 


1 A more significant decline for KVOS viewing in the Vancouver market has 
been in place since November of 1970, when its viewing share in Vancouver 
stood at 23.4 percent. 
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In conclusion, the impact of licensing of new stations and 
increased cable penetration are likely, in our opinion, to have 
reduced the growth rate of Canadian-placed advertising expenditures 
on U.S. border stations. The success of a couple of the newly 
licensed stations to develop viable market shares has provided 
national advertisers with reasonable time availabilities that could 
be purchased in order to meet rating points targets in the major 
markets. In the absence of Bill C-58, there would likely have been a 
diversion of Canadian advertising revenues from U.S. border stations 
to the succeeding newly licensed stations. However, Bill C-58 has 
most likely accelerated this trend. 


CHAPTER II 
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II. AN EMPIRICAL OVERVIEW OF THE TELEVISION ADVERTISING 
MARKETS IN CANADA AND THE U.S.S 


A. The Canadian Market 


(a) 


General Comments 


In order to place the border television issue in an appropriate 
perspective, it is necessary to recall the following. A television 
broadcasting station primarily transmits electronic signals which 
carry programs and advertising to receiving sets in the hands of the 
general public. These signals are transmitted on a specific fre- 
quency in the radio-magnetic spectrum. The pattern of radiation 
produced by such a station is normally omnidirectional. The radius 
within which the transmitted signals can be used by ordinary televi- 
sion receivers depends upon factors such as the frequency, the height 
of the station's transmitting antenna, the effective radiated power, 
the nature of the terrain between the transmitting antenna and the 
receiver, and the presence or absence of other signals. 


In the submission by KVOS-TV to the Trade Policy Staff Committee 
of the U.S. in January 1978, "the most salient characteristic of the 
United States-Canada border television area is the interpenetration 
of the signals of one country's stations into the territory of the 
other country, due to the omnidirectional nature of the patterns of 
radiation produced by such stations... The fringe grade B service 
rendered to Toronto by Buffalo stations WIBV-TV, WGR-TV, and WKBW-TV, 
the grade B or better service to Montreal provided by North Pole, New 
York Station WPTZ and Burlington, Vermont Station WCAX-TV, the Grade 
A or better service to Vancouver rendered by Bellingham, Washington 
Station KVOS-TV are not in violation of any of the pertinent 
agreements." 


Canada and the U.S. are parties to a number of international 
agreements governing the allocation and use of television broad- 
casting frequencies. The International Telecommunications Convention 
and the Radio Regulations provide the basic world-wide agreements 
covering the allocation and use of frequencies in the radio-magnetic 
spectrum. Canada and the U.S. are also parties to pertinent regional 
arrangements. Under the Canadian-U.S. Television Agreement of 1952 
and its working arrangements for the allocation of VHF television 
stations, both countries have agreed to an allocation of television 
frequencies and various principles governing their assignment and 
use. 


Also of interest for the purpose of this study are Article 7, 
Section 1 of the International Radio Regulations that states that in 
principle television broadcasting stations "shall not employ power 


exceeding that necessary to maintain economically an effective 
national service of good quality within the frontiers of the country 
concerned” and Article G of the Canadian-U.S. Television Agreement 
provides that television broadcast transmitters "shall be located so 
as to serve the city to which a channel is allocated." While neither 
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of these requirements prohibits or renders illegal the provision of 
service by stations of one country to residents in another country, 
they do serve to cast some doubt on the validity of the claims made 
by U.S. border stations that they are entitled to payment for the 
services they provide to Canadians. 


The availability of U.S. television signals off-air in the three 
major markets in Canada has been exacerbated by the relatively 
permissive policy of licensing cable television systems. The level 
of cable penetration in the major markets is approaching or exceeding 
70% in Canada. 


Catherine Swinton argued in an article that "CATV threatens the 
existing structure of the television broadcasting system, which is 
based on licensing local stations to serve a designated community. 
CATV derogates from the value of the local licence holders market by 
importing signals from distant stations." The validity of this 
argument is once more important to consider, particularly when 
evaluating the various criticisms levied against Bill C-58 by U.S. 
border stations and the concluding sections of our report will 
undertake this review. 


Another background factor that is important in evaluating the 
role of Bill C-58 and other parallel policies which have similar 
objectives is the Canadian content rule governing Canadian-licensed 
stations. In 1961 the Canadian Board of Broadcast Governors estab- 
lished a requirement that a minimum 45% of the broadcast time on all 
Canadian television stations be devoted to programs that were Cana- 
dian in content and character. In 1962 the requirement was raised to 
55% and in 1969 to 60%. In 1972 the CRTC announced its first Cana- 
dian content rules and these required that 60% of the programming on 
a television station be Canadian with the following proviso - 50% of 
prime time programming be Canadian in content on private stations and 
60% of prime time on public stations. In effect then, from the 
period of 6:00 a.m. to sign-off there would be a 60% average Canadian 
content rule; between the hours of 6:00 p.m. and midnight there would 
be a 50% Canadian content rule. 


With these various factors in mind, we can now turn our atten- 
tion to describing the existing structure of the Canadian television 
broadcast industry. There are at present in Canada two national 
networks, the CBC and CTV networks, and two regional networks, TVA in 
Quebec and the Maritimes and Global in southern Ontario. In terms of 
separate stations, there are 61 publicly-controlled stations, 24 
affiliates of CTV, 4 affiliates of TVA, 7 independents, and the 
Global Television network. 


Regional Overview 


Our data reveal that in 1977 of the $375.6 million of total air 
time sale revenues generated by the television broadcasting industry 
in Canada, $310.3 million (82.6%) were earned by the private sta- 
tions. The CBC generated about $65.3 million in total advertising 
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revenues. In terms of program expenditures, on the other hand, the 
total outlays by the private stations in Canada in 1976 amounted to 
$138.0 million as compared to the $262.8 million spent by the CBC. 
When one includes all expenses, private stations had outlays of 
$254.5 million as compared to $443.3 million spent by the CBC. While 
the CBC system operated with a $378 million deficit in 1977 
(requiring this infusion of funds from the government), the private 
stations in total had an operating income of $76.5 million or 
approximately 23.1% of the total revenues. 


Over the four year period ending in 1977, the aggregate ope- 
rating income of private stations had more than doubled from $32.8 
million to $76.5 million, while net profits increased five-fold from 
$6.2 million to $31.8 million. 


An examination of the private broadcasting figures demonstrates 
some rather important differences in the regional allocations of 
advertising revenues and expenditures. For example, the Atlantic 
Provinces together with Quebec, Manitoba, Saskatchewan and Alberta 
tend to be relatively dependent upon local sources for advertising 
revenues. In 19/77 stations in these provinces obtained between 38.3% 
and 46.4% of their total sales revenues from locally situated adver- 
tisers. On the other hand, television stations in Ontario and B.C. 
were not very dependent upon local sources of advertising revenues, 
but depended to a larger extent on national and network sources. 


In Ontario private stations earned on average 73.7% of their 
revenues from national advertisers in 1977, while in B.C. the propor- 
tion was 50.3% from national advertisers and 14% from the networks. 
Stations in Quebec were also dependent to a large extent on national 
advertisers with about one-half the revenues coming from such sources 
iy P97 7..° In-addition to stations in B.C... stations: in Manitoba, 
Saskatchewan and the Atlantic Provinces also received more than 19% 
of their revenues from network sales in 1977. 


One peculiarity worth noting which has bearing on this study is 
that between 1975 and 1976 the actual nominal dollars spent on 
locally placed advertising on private stations in Ontario declined 
from about $13.5 million to $12.7 million. This is the only case of 
a decline in advertising revenues from one year to the other in any 
of the regions and for any of the categories of air time sales. 


It is important to appreciate the relative importance of the 
various sources of advertising expenditures for stations in the 
various regions. For example, Quebec TV broadcasters received just 
under 34% of all local television expenditures in Canada in 1977, 
while stations in Ontario received 50.2% of all nationally placed 
advertising expenditures and just under 37% of all network expendi- 
tures. 


In summary, the key statistics that stand out are the relative 
unimportance of local advertisers for stations in Ontario and B.C. 
and the dominance of national advertisers in Ontario. These various 
proportions do raise some question about the supply of time availabi- 
lities on stations in Ontario and British Columbia and, in particu- 
lar, in the Toronto and Vancouver markets. 
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Not surprisingly, the data reveal that a disproportionate share 
of total program expenditures are made by television stations in 
Quebec and Ontario. The combined expenditures for programs in 1977 
in these two provinces were in excess of $88.4 million or over 64% of 
the total private expenditures in Canada. 


As to how the stations distribute their expenditures, the major 
classifications are for programming, technical work, sales promotion, 
and administration. In 1977 private stations in Ontario, Manitoba, 
Saskatchewan, Alberta and B.C. devoted more than 50% of their total 
expenditures to programming - while private stations in the Atlantic 
Provinces and Quebec tended to spend a disproportionate amount of 
their expenses in the technical field. In terms of the administra- 
tive proportions, the ratio was highest in Quebec with 27.2% of 
expenses devoted to administration and lowest in Ontario with 20.1% 
TnwlY7 7% 


Overview of the Six Major Markets 


Our data are based on statistics provided to the CRTC by each of 
the separate private stations in the major Canadian markets: 
Montreal, Calgary, Edmonton, Vancouver, Toronto and Ottawa. These 
were the markets most likely to have benefited from Bill C-58. 

Hence, when we consider the financial impacts of Bill C-58, any 
repatriation must be placed against the aggregate amount of air time 
sales of just under $164 million for these six markets. As an 
example, a repatriation of $8 million would have amounted to about 5% 
of these total sales, a significant amount. 


Our data demonstrate the importance of the six major markets 
relative to the entire private Canadian broadcasting industry. For 
example, in 1977 the stations in the six markets accounted for 46.5% 
of all local television sales, 66.2% of national sales, 15.4% of 
network sales, 56.8% of all programming expenditures and 54.5% of 
aggregate operating income. The combined national sales of the 
stations in the six major markets accounted for between 53 and 77% of 
total national sales in each of their respective regions in 1977. 
With the exception of the Calgary/Edmonton markets, the stations in 
the other four markets had a relatively higher share of their 
region's aggregate national sales than of the local sales. In 
effect, the stations in the smaller markets in all regions (with the 
one exception in Alberta) were relatively more dependent upon local 
sales and network payments than the stations in the major markets. 


Our data also reflect the relative insignificance of local 
revenues for the Toronto stations. Not only have local revenues 
accounted for less than 8 percent of the total air time sales of all 
Toronto stations combined since 1974, but the proportion has been 
declining steadily since 1974, so that by 1977, local air time sales 
accounted for 3.7% of total air time sales. Mirroring this relative 
unimportance and decline of local sales has been the dominance and 
increasing importance of national sales in the Toronto market. These 
opposing trends reflect to some extent the increasing importance of 
CKGN (Global TV) in the Toronto market and the fact that CKGN is 
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licensed only to accept national advertisers. Excluding CKGN, there 
has been a persistent decline in the share of local sales on two 
other private stations in the Toronto market since 1974 and a corres- 
ponding increase in national sales. In every case in 1977, the four 
Toronto based stations earned over 80% of their revenues via national 
air time sales. These data imply that it must be extremely difficult 
for local advertisers to find time or to afford the prices for adver- 
tising time on the major television stations in the Toronto market 
with one possible exception. 


Within the Vancouver market, local revenues have become increas- 
ingly ore important to the broadcasters. Both private stations 
appear to have been able to attract more local advertisers, perhaps 
at the expense of KVOS. KVOS officials revealed to us that the 
decline in Canadian-placed revenues on their station between 1976 and 
1977 was of the order of $2.4 million. As we will discuss later on, 
not all of this could have been the result of price-cutting by KVOS 
because of the grandfathering provisions in Bill C-58 and, at the 
same time these losses ignore the possibility that in the absence of 
C-58 there would have continued to be some growth in Canadian-placed 
advertising expenditures on KVOS. 


The stations in the Winnipeg, Edmonton and Calgary markets are 
highly dependent upon local sources of advertising revenues -- with 
all stations receiving approximately 50% or more of their total reve- 
nues fron local sources. The private French-language station in 
Montreal which belonged to our sample was almost as dependent upon 
local sales. However, the two private English-language stations in 
Ottawa and Montreal were much more reliant upon national avertisers. 


Total air time sales for private stations in the Toronto market 
just barely doubled between 1974 and 1977, while sales increased by 
just over 66% in Montreal, and more than doubled in the Vancouver, 
Calgary, Edimonton and Winnipeg markets. For example, in Vancouver 
the increase from $7.6 to $19.5 million was of the order of 156.6%. 
In all of these markets, there had been a new station licensed during 
the 1975-1977 period. It seems that the introduction of new stations 
and the attraction or repatriation of some Canadian-placed adver- 
tising expenditures from U.S. border stations accounts for part of 
these large revenue gains. Although revenues in Toronto increased at 
a slower pace than in the three principal Western markets, the 
increase was still more dramatic than in Montreal. 


On the expenditure side, the four Toronto stations' expenditures 
on programming alone totalled $37.6 million in 1977, a figure just 
less than the combined expenditures on prograniming by all the private 
stations in Vancouver, Calgary/Edmonton, Winnipeg and Montreal. 

These relative amounts reflect once more the dominance of the Toronto 
stations in the overall programming scene in Canada. It is also 
interesting that between 1974 and 1977, despite an increase of just 
over $34 million in total air time sales for the four Toronto sta- 
tions, program expenses increased by just over $7 million for these 
sane stations. On the other hand, while the aggregate air time sales 
for private stations in the other markets increased by just under $48 


million between 1974 and 19/77, expenditures on programs rose by a 


roportionately larger amount -- the aggregate increases totalling 
about $22 willion. 
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On more careful examination, the difference in program expendi- 
tures between Toronto and Montreal becomes even more interesting, at 
least as they relate to the objectives of the study. For example, in 
1977 the four Toronto stations spent about $18.2 million on domestic 
programming as compared to $14.9 million by the two Montreal sta- 
tions. Expenditures for feature films and syndicated programs, the 
large part of which were U.S. programs, totalled about $17.4 million 
for the Toronto stations and only $2.5 million for the Montreal 
stations. Toronto is much more dependent than French-speaking 
Montreal upon the supply of American programming. Indeed, this is 
not surprising, Since there are four private English stations in 
Toronto as compared to one private English-speaking station in 
Montreal. 


It is equally interesting that of the $10.9 million increase in 
total air time sales in 1977 in the Toronto market, approximately 44% 
went towards increased expenditures on feature films and syndicated 
programs (an additional $4.7 million was spent by the four Toronto 
stations on such programming); of the increase of about $7.8 million 
in revenues in the Vancouver market, approximately 31% went towards 
increased expenditures on feature films and syndicated programs 
(approximately $2.7 million). Only in the Winnipeg market was there 
no significant increase in expenditures on feature films and syndi- 
cated programs -- the bulk of the increase on program expenditures 
was devoted towards domestic programs. 


These data suggest, at least at face value, that if Bill C-58 
did succeed in repatriating advertising revenues from U.S. border 
stations towards Canadian stations, particularly in the Vancouver, 
Winnipeg and Toronto markets, then an equally important effect of 
this bill has been to increase the expenditures on foreign sources of 
programming. 


Our data also trace the absolute dollar increases in revenues of 
the private stations in the major Canadian markets. In Vancouver 
there was an increase of about $7.8 million in total revenues between 
1976 and 1977. This increase was well in excess of the $2.9 million 
increase recorded in the previous year. Since the impact of Bill 
C-58 began to take effect during 1976-1977, the rather startling 
difference in the performance of advertising revenues in the 
Vancouver market between the period 1975-1976 and 1976-1977 must 
partially reflect the financial impacts of this bill. 


In the combined Edmonton/Calgary markets, the increase in total 
revenues for the four stations amounted to just under $4 million 
between 1976 and 1977, a figure just marginally ahead of the $3.8 
million increase recorded in 1975-1976 and well below the $4.8 
million increased recorded in 1974-1975. The rather flat annual 
increments in the absolute dollar growth of revenues in the Edmonton/ 
Calgary market suggest that Bill C-58 has had a rather minimal impact 
on the revenue figures of these stations. 


In the Winnipeg market, the increase in revenues between 1976 
and 1977 was below the increment recorded in 1975-1976. The rather 
large absolute dollar rise in 1975-1976 reflected the licensing of 
CKND. It has been widely recognized that a rather substantial 
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proportion of the revenues generated by CKND in its first year did 
stem from the closing of KCND in Pembina, North Dakota and the 
transfer of its Canadian-placed advertising to CKND in Winnipeg. 


In the Toronto market, the annual increments in total dollar 
revenues were about $10 million between 1974 and 1975, $13.3 million 
between 1975 and 1976, and $10.9 million between 1976 and 1977. The 
falling off in the absolute dollar growth between 1975-1976 and 1976- 
1977 would appear to be inconsistent with the view that Bill C-58 
benefited the Toronto stations. However, it is conceivable that in 
the absence of Bill C-58 the absolute dollar increment would have 
been much less than $10.9 million. In addition, part of the decline 
in the absolute dollar increase reflected a sizeable decrease of 
$600,000 in locally generated revenues. In the latest period 
national revenues increased by $11.5 million as compared to the $12.8 
million increment recorded between 1975 and 1976. 


These observations could be interpreted in the following way. 
Bill C-58 compelled national advertisers to increase their purchases 
of prime time availabilities on the Toronto stations, and as a 
result, squeezed out local advertisers from these stations. 


As for the position of CKGN and CITY within the Toronto market, 
if one makes the extreme assumption that their entire absolute dollar 
increase in revenues between 1976 and 1977 were the result of Bill 
C-58, and they were the only two stations in the Toronto market to 
benefit from this bill, then an upper limit to the maximum funds 
repatriated from Buffalo to the Toronto market can be readily 
calculated. Obviously, when one examines the absolute dollar gains 
made by CKGN and CITY in previous years, it is difficult to believe 
that even a substantial proportion of the absolute dollar increases 
recorded by these two stations between 1976 and 1977 could have been 
the result of the repatriation effects of Bill C-58. We will return 
to this subject when we estimate the financial impacts of Bill C-58. 


In Ottawa and Montreal, the absolute dollar increase in revenues 
was just marginally below the increase recorded in 1975-1976. As for 
the CTV network, there was a rather sharp decrease in the absolute 
dollar increase between 1976-1976 and 1976-1977. Obviously, Bill 
C-58 had little if any effect on the revenue growth of the CTV net- 
work and if there has been a significant repatriation effect, it is 
likely to have occurred in the national advertising expenditures on 
selected stations in the major markets. 


U.S. Market 


Aggregate Overview 


The U.S. private television system in 1977 consisted of the 
three major networks, 15 network-owned and operated stations, 
approximately 546 network affiliates spread across the U.S., and 85 
independents. The three major networks purchase and provide programs 
for approximately 2434 of the 313 prime time hours, defined as between 
6:30 p.m and 11:00 p.m. Sunday through Saturday, to their affiliate 
stations. In addition, the networks provided programs to the 
affiliates during the afternoon and early morning periods. 


Networks sell the bulk of the time associated with these 
programs to major national advertisers and the networks in turn 
reimburse their affiliates for the audiences delivered. Thus, in a 
typical 8:00 p.m. to 11:00 p.m. period during the week, of the total 
of 27 minutes in advertising time permitted by the FCC, only 63 
minutes would be available to the local affiliates to sell on their 
own, while the remaining advertising time would be sold on their 
behalf by the networks. 


The Canadian private CTV network operates in a different 
fashion. The CTV network provdes only 15 of the 312 hours of pro- 
gramming between the hours of 7:00 and 11:30 p.m. In effect, a large 
proportion of the prime time period is available for programming by 
local CTV affiliates ard hence a larger proportion of the total 
advertising time availabilities during prime time are available to be 
sold by the CTV affiliates as compared to the three major network 
affiliates in the U.S. These differences are important for esti- 
mating the impacts of Bill C-58. That is, a smaller proportion of 
the total prime time availabilities on U.S. stations were adversely 
affected by Bill C-58 than was the case of the total time availabi- 
lities that were positively affected by the Bill in Canada. 


Of the $6.8 billion in gross air time sales generated by the 
networks and other stations in the U.S. market in 1977, 43.2% ($3.0 
billion) were obtained by the three networks, 8.9% ($610 million) by 
the 15 network-owned and operated companies, and the remaining 48% 
($3.3 billion) flowed to the affiliates and independent stations. 


In the U.S., the proportion of the total television revenues 
accounted for by the three networks remained relatively constant 
between 1973 and 1976, but displayed a rather sharp increase between 
1976 and 1977. The main losers in terms of revenue share were the 
affiliates and independents, who saw their share of total advertising 
revenues for the U.S. television industry decline from 50.3% in 1976 
to 47.9% im 1977. 


According to various financial analysts on Wall Street, this 
change in U.S. shares between 1976 and 1977 reflected a general 
weakening of economic conditions, but also the continued importance 
of network advertising by the major U.S. advertisers. In effect, 
when economic conditions result in a slower growth in advertising 
budgets, or even decreases in budgets, the largest cuts, either in 
relative or absolute amounts, are experienced in the advertising 
expenditures placed with affiliate and independent stations. The 
networks would continue to sell out their time availabilities at the 
best prices, while there would be a softening in the prices in the 
remainder of the market. The affiliates and independents are the 
Swing suppliers of avertising time availabilities in the U.S., while 
the smaller urban markets and stations in Canada play a similar 
role. 


Of the $3.2 billion in U.S. advertising revenues received by the 


threes networks» in 19/773. onily $28 million or 8.7% were in turn paid 
out to the affiliates of the three networks. In contrast, the CTV 
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network in Canada returned 29.8% of its revenues to its affiliates in 
payment for the audiences they provided. In addition, on their 1977 


revenues, the three major American networks had an operating profit 
of $406.1 million or 13.2% of total sales; whereas, the CTV network 


Operated primarily as an intermediary and generated a rather modest 
profit. In the U.S. the three major networks are independent of 
their affiliates, whereas in Canada the CTV network is owned by the 
affiliates. 


Our data further illustrate the dominance of network advertising 
to the overall television advertising picture in the United States. 


In 1977 network advertising accounted for 47.4% of all advertising 
expenditures, while spot advertising accounted for another 28.8% and 
local for 23.8%. For later reference, it is interesting to note that 
over the period 1975 through 1977, the proportion of total revenues 
accounted for by locally-placed advertising in the U.S. remained 
relatively constant at between 23.6 and 23.8%. On the other hand, 
spot advertising revenues rose as a proportion of total revenues for 
the three networks, the network O and 0's, and affiliates and inde- 
pendents from 30.7% to 31.9% between 1975 and 1976 (this reflected to 
a considerable extent the inability of major and national advertisers 
to find time on the networks and the use of the local stations by 
politicians during the presidential election year) while the propor- 
tion declined to 28.8% in 1977. 


As pointed out above, this was largely the result of the impact 
of the slow growth in the U.S. on advertising budgets and the 
necessity in the views of major national advertisers to maintain 
their expenditures or rating points purchased on the networks and use 
spot advertising as a means to trim the growth rate of their total ad 
budgets. These trends are interesting for the implications they have 
when we exaniine the data for the Buffalo and Burlington-Plattsburgh 
markets. 


One final comment. In the U.S., the major national advertisers 
rely quite extensively on network-placed advertising in order to 
achieve their rating targets across the country. In Canada, while 
the major advertisers would like to rely on network advertising to 
achieve their goals, the fact that there are only 2 commercial 
national networks in Canada limits the possibility of achieving their 
targets, particularly in the major markets, by relying strictly on 
network advertising. Hence, if we combine the total network adver- 
tising placed on the CBC together with that on CTV, the figure for 
1977 totals around $71 million, or approximately 20% of total adver- 
tising revenues for the Canadian television broadcasting industry 
that year. 


In the Canadian case, major national advertisers deem it impor- 
tant to buy non-network time availabilities on the major stations in 
the three principal markets of Montreal, Toronto and Vancouver. If 
their rating point targets cannot be achieved in the major markets, 
then the general policy is to cut back on television advertising 
expenditures across Canada. 
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The three major U.S. networks over 85% of their total expendi- 
tures were made for programs and technical expenses. This proportion 
has fluctuated a bit over the period 1973 to 1977, but still can be 
regarded as relatively stable. Underlying the program part of the 
expenses, it iS apparent that the three networks spent about 53% of 
their total expenditures for the purchase of feature films and 
programs, primarily from Hollywood producers and entertainment 
companies. The 52.8% proportion in 1977 represented expenditures of 
$1,150.4 million. It is interesting to note that between 1976 and 
1977 the proportion of total expenditures accounted for by purchased 
series rose from 40.3 to 43.6% for the networks -- the increase in 
the share represented largely a rather dramatic increase in the cost 
of producing theese shows. Indeed, over the entire 1973 to 1977 
period, these purchased programs accounted for an increasing share of 
total U.S. expenditures. On the other hand, feature films repre- 
sented a smaller share in 1977 than in 1973, but this share seems to 
have stabilized and might have been on the upswing in 1976 and 1977. 


It is worthwhile to once again contrast the U.S. networks expe- 
rience with that of the Canadian CTV network. In the CTV case 
program and technical expenses accounted for approximately 89.5% of 
the total expenditures excluding reimbursement for station time by 
the network. In 1977 the purchase of syndicated programs for the CTV 
network accounted for approximately 47% of their expenditures, some- 
what higher than the 43.6% of the three major U.S. networks. In the 
case of the three major U.S. networks, the purchases were for 
American programs, and the funds remained within the United States - 
while in Canada's case, the purchases were also for American pro- 
grams, and hence there was a flow of funds from Canada to the United 
States. On the CTV network, the proportion of revenues accounted for 
by syndicated programs also has increased. The increased syndication 
revenue share reflected the much higher cost of U.S. programs -- the 
result of rising U.S. production costs, the increased bidding by 
Canadian stations for the prime series and the lower value of the 
Canadian dollar. 


The total expenses for the three American networks have been 
increasing at a progressively higher rate during the 1975-1976 and 
1976-1977 period than in prior years. To a large extent the higher 
cost increases were accounted for by the sharply higher prices that 
were paid for purchased programs -- in 1977 alone the cost of these 
programs rose by 29.3% after an increase of 14.1% in 1976 (a cumula- 
tive increase of 19.1% in 1977 and 29% in 1976 for a cumulative 
increase between 75 and 77 of just under 54%. 


Expenditure increases for the U.S. network 0 and 0's showed a 
Sharp increase in 1976 over 1977 but the rate of increase levelled 
off and returned to the more normal 7.5 to 8% growth rate level in 
1977. The rates of increase for the other two categories, the net- 
work affiliates and independents, are somewhat difficult to determine 
since the number of stations included in these two categories changed 
from year to year over the period 1973 to 1977. Nevertheless, it 
appears that the rate of increase has been relatively high and in 
excess of the prevailing rate of inflation in the U.S. economy. Some 
levelling off in this expensing began in 1977. 


(b) 
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Overview of Selected U.S. TV Markets 


We now turn our attention to selected U.S. markets and the 
Operations of the stations, both network 0 and 0's and affiliates, 
within the particular markets. Our sample of markets is divided into 
four groups. The first consists of the seven major markets in the 
U.S.; a reasonable yardstick for comparison with the three major 
Canadian markets, Toronto, Montreal and Vancouver. The second group 
of markets includes those, with the exception of Rochester, of 
roughly similar market size to Buffalo (U.S. audience only is consi- 
dered). This group of cities enables us to compare the relative 
performance of Buffalo to these other markets. Rochester has been 
included with this group of cities in order to see if there was any 
peculiarity in the Western New York State market that may have 
affected the performance of Buffalo relative to the other four simi- 
lar sized markets -- Cincinnati, Portland, Providence and San Diego. 
The third group consists of those markets of roughly similar size to 
the Burlington-Plattsburgh market. The last category consists of 
markets roughly similar in size to the Erie, Pennsylvania market. 
Unfortunately, data for KVOS in Bellingham were not available. 


The following observations are important to this study: 


(1) Spot advertising revenues are relatively more important in 
the larger markets, with a corresponding decline in the 
importance of local and network revenues in these markets. 


(2) In the Chicago market, spot revenues accounted for 65.6% of 
the total revenues of the stations in 1977, the highest 
proportion of all markets sampled. 


In the Toronto market, national spot revenues were in excess of 
90% of the total advertising revenues. Obviously, this represents a 
peculiarity of the Toronto market when it is compared to other 
markets in Canada, or to the major markets in the United States. The 
relative unimportance of local revenues for the Toronto stations 
suggests that either time availabilities are in short supply in that 
market or the prices for time, particularly the less desirable fringe 
times, are still extremely high for most local retailers. It is 
possible that the prices are relatively high in the Toronto market 
because even the availability of time on the Buffalo stations prior 
to Bill C-58, the degree of competition on the supply side in the 
Toronto market is much less than is the case in the major American 
markets. 


(3) In most major U.S. markets the relative importance of spot 
revenues has tended to decline since 1975 - through Chicago 
and Boston represent somewhat different experiences. The 
post 1975 decline in the relative importance of spot 
revenues supports the previous noted observation that major 
U.S. advertisers moderated their advertising expenditure 
growth in the spot market in 1977. This most likely 
necessitated the television stations operating in the major 
markets to actively solicit local customers in order to 
fill their time availabilities. 


(4) 


(6) 
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In the other markets, with the exception of Buffalo, the 
proportion of total revenues accounted for by spot revenues 
was equal to or somewhat higher in 1977 than in 1975, 
although below the peak value of 1976. Once again, it is 
important to recall that the presidential election and 
other special events generated a large increase in demand 
for spot time in 1976 in these secondary and tertiary 
markets. 


Focusing on the Buffalo market, one notes that spot 
revenues accounted for almost 71% of total revenues for the 
Buffalo stations in 1973. The Buffalo 1973 spot ratio was 
higher than the proportion recorded in the seven major 
markets, and was almost 16 percentage points above the 55% 
ratio recorded by the stations in Portland, Oregon in 1973. 
Obviously, the availability of Canadian advertisers forced 
the Buffalo stations to become highly dependent upon spot 
advertising revenues. In this regard, the distribution of 
revenues in Buffalo in 1973 was more comparable to that in 
the major U.S. markets than to other markets of similar 
size. The spot revenue share has declined consistently 
since 1973. Offsetting the relative decline in Buffalo 
spot revenues was a Shift towards a higher share of local 
advertising revenues. Indeed, by 1977 the distribution of 
revenues for the Buffalo station was more in line with the 
revenue distribution for stations of similar size, although 
Buffalo still specialized to a greater degree in terms of 
spot revenues than in the Cincinnati and Providence 
markets. In effect, Bill C-58 has necessitated Buffalo to 
rely more heavily on local advertising than on spot 


advertising and has effectively made the Buffalo stations 
more comparable to stations in similar U.S. markets. As 
for the sharp decline in the proportion of total revenues 
accounted for by spot in the Buffalo market, it would 
appear quite simple to argue that the decline was the 
result of Canada's Bill C-58. However, Bill C-58 did not 
come into effect until the fall of 1976 and thus it could 
not account for the steep 6 percentage point decline 
between 1974 and 1975 in the spot revenue share for the 
Buffalo stations. Thus, it is conceivable that a downward 


relative trend in spot revenues had begun that had nothing 
to do with the impact of Bill C-58. 


A further decline in the spot revenue shares between 1976 
and 1977 was common to most markets, those in the largest 
seven as well those of similar market size to Buffalo. 
Hence, the combination of a longer-term decline in the spot 
revenue share on the Buffalo stations together with the 
Special economic conditions in 1977 could just as easily 
have been responsible for the steep decrease in the spot 
revenue share for the Buffalo stations. It will be neces- 
sary at a later stage in this report to try to disentangle 
these longer-term trends; one simply cannot assume that the 
decline was the result of Bill C-58 alone. 
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(7) Burlington-Plattsburgh, unlike Buffalo, has not experienced 
a long-term decline in the spot revenue share for its sta- 
tions. But its spot revenue share declined between 1976 
and 1977 at a pace somewhat out of line with movements in 
the other markets of similar size, (Fargo Valley, Baton 
Rouge, Huntsville, Decatur and Johnston City). There can 
be no doubt that the abnormally high share of total 
revenues accounted for by spot sales in the Burlington- 
Plattsburgh market (as compared to other markets of sililar 
size) is the result of Canadian-placed advertising on the 
stations in these markets. The recently changed ratios, 
however, suggest that Bill C-58 has had little if any 
impact on the flow of Canadian-placed advertising revenues 
to the Burlington-Plattsburgh stations. Even if the entire 
decline from 53.2 to 50% in the share of spot revenue for 
the Burlington-Plattsburgh stations between 1976 and 1977 
can be attributed to Bill C-58, this, as we will point out 
later on, implies a rather marginal decline in Canadian- 
placed advertising revenues on the Burlington-Plattsburgh 
stations. 


(8) The share of total revenues accounted for by spot adver- 
tising in Erie, Pennsylvania does not appear to be out of 
line with the shares in the other two markets of comparable 
size, over the period 1973 through 1977. Hence, if there 
has been any negative impact on the Canadian-placed adver- 
tising revenues in Erie, Pennsylvania, the impact has been 
marginal at most and this is reinforced by the fact that 
any Canadian-placed advertising in Erie, Pennsylvania would 
have flowed from the London-Kitchener-Guelph market and not 
from the principal St. Catharines-Hamilton-Toronto-Oshawa 
area. 


Our data explored the profit performances of the TV broadcasters 
in the various U.S. markets. These figures indicate that the profit 
rates earned in these various markets with some exceptions (Erie, 
Pennsylvania, e.g.) tend to be in line with the 25 to 30% profit 
margins recorded on average for the major Canadian markets. 


What is of interest for this study is the fact that if one con- 
siders the second group of markets (Buffalo and comparably sized 
cities), it becomes evident that during the period 1972 through 1974 


the profit margins for the Buffalo stations were well in excess of 
the profit margins recorded, on average, by the stations in the other 
markets. Indeed, in 1974, Buffalo stations recorded the highest 
profit margin, in all but one of these market areas - Detroit. In 
1975, Buffalo stations posted the highest profit margin of all these 


market areas. These margins were comparable to the profit margins 
recorded by stations such as CFTO, CHCH, and CHAN in Canada. 


The profit margin differences between Buffalo and markets of 
similar size, as well as between Buffalo and Rochester over the 
period 1972 through 1975, provide some rather strong evidence sug- 
gesting that the extra Canadian-placed advertising on the Buffalo 
stations considerably improved their overall profits. The introduc- 
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tion of Bill C-58 does appear to have had an impact on the profit 
margins in Buffalo in 1976 and 1977. Not that the profit margins 


have declined sharply over this period; indeed, with a profit margin 
of 30.3% in 1977, the Buffalo stations' profits still compare 
favourable with the margins earned in Canada. The introduction of 


the Bill seems to have halted the margin gains in Buffalo and, in 


effect, has brought Buffalo stations ' margins in line with those in 
other markets. 


In 1972, for example, the profit margin in Buffalo was anywhere 
from 7.5 to 17.5 percentage points above the profit margin in other 
comparable cities. To a large extent, the narrowing of the margin 
gap reflected more the growth and increased efficiency of stations in 
these other markets, rather than the sharply negative effect of Bill 
C-58 on the operations of the Buffalo stations. Bill C-58 undoubted- 
ly did affect the profit efficiency of the Buffalo stations, but not 


all of the 4.4 percentage point decline in the average profit margin 
between 1976 and 1977 can be attributed to the impact of Bill C-58. 
In 1977, broadcasters experienced profit margin declines in most 
major markets and in two of the four markets of similar size in 
Buffalo. 


The profit margins for the stations in Burlington-Plattsburgh 
were well above the profit margins in cities and towns of comparable 
size between 1972 and 1974. By 1977, however, the average profit 
margin was below that of Johnston City, but still above the figures 
recorded in the other three markets. In this market which serves 
Montreal, the profit margin in 1977 was above the figure recorded in 
1975 and in line with the figures recorded over the 1972 to 1976 


period. Hence, these figures once again imply that Bill C-58 has had 
a_ minimal impact on the oe situation ot the stations in the 
Burlington-Plattsburgh market. 


As to the performance of stations in Erie, Pennsylvania, these 
figures imply that the consistently low recorded profit margins 
between 1972 to 1977 period reflect basically poor management, rather 
than the impacts of Canadian policies to repatriate advertising 
expenditures. 


We discovered above that general economic, political and other 
conditions favoured a more rapid expansion of television advertising 
revenues in 1976 than in any other year between 1974 and 1977 when 
growth moderated sharply. Of the markets examined, only Buffalo 
experienced an actual decline in revenues between 1976 and 1977, 
whereas in the other markets there was some positive growth. 


The 1976-1977 decline in the Buffalo market revenues was the 
result of a Sharp 20.1% decrease in spot advertising revenues. Once 
again, one could simply assume that the entire decline in spot 
revenues was due to Bill C-58. But Buffalo spot revenues had been 
relatively weak prior to 1976; indeed between 1974 and 1975, Buffalo 
Spot revenues declined by 5.5%. 
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As suggested above, there appears to have been some longer-term 
factors at work as well as the impact from Bill C-58. Indeed, even 
in 1976, the expansion of spot revenues in Buffalo stations was smal] 
compared to the growth rates in other markets of similar size (in 
1976 spot revenues increased by 12.4% in Buffalo as compared to a 
range of 32.3% in Providence to 59.5% in Portland, Oregon). 


On the basis of some longer-term comparisons between Buffalo and 
the other markets, and the fact that total revenues in the Buffalo 
market experienced growth rates well below the growth rates expe- 
rienced in markets of similar size over the period 1972 through 1976, 
One could argue that in the absence of Bill C-58, advertising reve- 
nues in Buffalo would have increased marginally greater than 12.4% in 
1976 and would have remained constant or declined by 5 or 6% in 1977. 
These approximates can be used to calculate the loss of Canadian- 
placed advertising revenues in the Buffalo market. We leave these 
calculations, however, to a following section. 


The Burlington-Plattsburgh market experienced a decrease in spot 
revenues in 1977; whereas the other similar sized markets all expe- 
rienced increases in spot revenues. Moreover, in 1976 the 
Burlington-Plattsburgh stations experienced a rather sharp increase 
in spot revenues, an increase that did not appear to be out of line 
with the sharp increases recorded in the other markets. Hence, Bill 
C-58, if it had an impact in Burlington-Plattsburgh, only began to 
limit the growth (or perhaps even reduce the dollar value of spot 
revenues) in Burlington-Plattsburgh in 1977. This is somewhat unlike 
the Buffalo experience, where the negative revenue effects began 
occurring in 1976. Even with some potential adverse effects from 
Bill C-58, the average growth rate of total advertising revenues for 
the Burlington-Plattsburgh market over the period 1972-1977, was not 
dramatically lower than the growth rates in four markets of similar 
size. In contrast, Buffalo stations experienced an average annual 
growth rate in total revenues between 1972 and 1977 of only 3.8%, 
one-half of the rate of growth of the next lowest market, Providence, 
and just under 20% of the average growth rate for the most rapidly 
expanding market, San Diego. 


In the Buffalo market, our figures imply that the slow growth in 
revenues necessitated a corresponding slow growth in broadcast 
expenditures. Indeed, the revenue growth appeared to impose 
financial constraints on the Buffalo stations and compelled them to 
engage in cost-saving schemes. It was the ability to control costs 
and become perhaps somewhat more efficient in their operations that 
permitted the Buffalo stations to maintain their relatively high 
profit margins over this entire period. 


In the Burlington-Plattsburgh stations the average growth of 
broadcast expenses was above the prevailing rate of inflation between 
1973 and 1977. Even though the growth rate declined from 16.1 to 
7.9% between 1976 and 1977, the broadcast expense growth rate was 
still relatively high in this market. This is further evidence 
suggesting that Bill C-58 has had little impact on this market. 
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C. The Major Advertisers 


During the course of this study, we examined the media allocations of 
advertising expenditures by the fifty leading national advertisers in Canada 
since 1974 of which 32 are foreign-controlled companies (see Table 34). If 
one were to list the 50 leading national advertisers in the U.S., one would 
observe some sharp differences from those in Canada. The overwhelming 
majority of the large private advertisers in Canada are foreign-controlled, 
but more important, the Canadian-controlled companies in this list are in the 
business of producing alcoholic beverages, are retailers, or are a collection 
of firms in no specific group of industries. In the United States, on the 
other hand, the 50 major national advertisers are domestically owned and 
include a heavy weight of representation in drugs, food, soap, automobile, 
oil and chemical industries. 


In other words, the differences in the industrial background of the 
Canadian firms showing up on this list and the American firms on a comparable 
list in the U.S. reflect to a large extent differences in the structure of 
the U.S. and Canadian economies. The U.S. economy is strong in the manufac- 
turing sector, and has many large multi-nationals operating within the 
industrial sector, while Canada seems to have its strength in the production 
of alcoholic beverages, retailing, and primary resources. 


A review of the 1977 Canadian data reveals that, if one ignores the 
cigarette companies, in only one case did the proportion of total national 
advertising spent on radio exceed that spent on television -- namely, in the 
case of the Ontario Government. As for changes in media allocations, one 
notes that between 1976 and 1977, 31 of the advertisers increased their share 
of national expenditures on television, while 14 decreased their share; and 
that between 1975 and 1977, 34 advertisers increased their share, whereas 
only 11 decreased their share. As for radio, 13 companies increased their 
share and 32 decreased their share between 1976 and 1977. 


These relative media allocations seem to contradict the warnings by 
many, particularly from the advertising community, that the sharply higher IV 


advertising costs that would result from Bill C-58 would squeeze many adver- 
tisers out of television and to other media, such as radio. 

If any squeezing out has occurred, it definitely has not been towards 
radio. Bill C-58 could have repatriated some advertising funds from the 
American magazine market, but it is highly unlikely that magazines would have 


proven to be an effective substitute for television in terms of mass audience 
delivery. 


As pointed out earlier in this study, 1976 was an extremely strong 
year for television advertising revenues in Canada. According to the data 
provided by Elliott Research, the national advertisers in Canada increased 
their expenditures on television by 27.4% in 1976. In 1975 the increase was 
13.6% and in 1977 the increase was 13.3%. The strong growth figure for 1976 
seem rather remarkable in light of the fact that the AIB limited the growth 
of avertising expenditures; and, while the real economic growth of the econo- 
my was just over 5%, it was not an exceptionally buoyant year for profits in 
Canada. The Olympics, the provincial elections in Quebec and Ontario, and 
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demonstration effect of the U.S., where large-scale increases in the adver- 
tising budgets of American corporations occurred might have been the key 
factors in sustaining advertising expenditures in Canada. Aside from these 
factors, we cannot adequately account for the rather dramatic increase in 
total advertising expenditures. 


Advertising expenditures increases moderated in 1977 to one-half the 
1976 pace, as the weak economy and the AIB had an effect of curtailing this 
activity. Nevertheless, the rate of growth in these expenditures was still 
above the overall growth in nominal GNP or consumer spending in Canada and 
somewhat high by historical standards. 


The tracking of the growth in Canadian advertising expenditures since 
1974 raises some interesting observations. In 1975, a rather weak year for 
the economy, advertising expenditures on TV in Canada grew at a rate compa- 
rable to 1977. 


Superficially, one could argue that the 1977 advertising performance 
was to be expected in light of the prior two years' performances, and that 
indeed Bill C-58 did not have any significant effect on the overall growth in 
advertising expenditures by the leading national advertisers in Canada. 
However, aS we have suggested before, it is conceivable that, in the absence 
of Bill C-58 and any resulting repatriation of advertising expenditures from 
U.S. border stations, these advertisers would have increased their expendi- 
tures at a much slower rate in Canada than the 13.3% gain recorded by Elliott 
Research. That is, by potentially shifting advertising funds from U.S. 
border stations to Canada, the decline in Canada's 1977 growth rate was 
moderated to some extent, on Canadian television, and obviously much sharper 
in the U.S. 


As noted before, the pattern of growth rates of television adver- 
tising expenditures in Canada over the period 1974 through 1977 was similar 
to the TV pattern of advertising expenditure growth for the entire U.S. 
television industry. Thus, if one accepts the previous argument that the 
rather dramatic increase in 1976 reflected the spillover or duplication of 
behaviour of the parent corporations in the U.S. by the subsidiaries in 
Canada, then it would appear to be equally likely that the decline in 
Canada's growth rate in 1977 was also a spillover of U.S. trends. As a 
counterpoint to this argument, however, is the fact that the average decline 
of the Canadian dollar in 1977 decreased the U.S. dollar value of profits 
generated by its subsidiaries in Canada. Since advertising budgets are 
geared to sales and profitability of operations, the decline in the U.S. 
dollar value of sales and profits of Canadian subsidiaries might have also 
resulted in a decrease in their allocation of the total advertising budget of 
American multi-national corporations. 


In addition, the Canadian economy performed more poorly than its U.S. 
counterpart in 1977, and as noted earlier, the AIB did impose limits on 
advertising expenditure growth rates in Canada. 


In our view, in the absence of Bill C-58, the previously noted 
factors would have Imited the growth in television advertising expenditures 
in Canada in 1977 to around 10% (roughly the same rate of growth as pre-tax 
corporate profits, nominal GNP, and nominal consumer spending) rather than 
the experienced 13.3%. The remaining 3.3 percentage point increase in growth 
could be attributable to the repatriation effects of Bill C-58. 
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In other words, this calculation generates a repatriation of adver- 
tising expenditure of the order of $11.3 million in 1977 based on the Elliott 
Research figures. 


The Elliott Research figures overestimate the actual expenditures on 
television by between 15 and 20%, since they use the posted rates rather than 
taking into account the various discounts, the seasonal variability of rates, 
as well as commissions and fees. Therefore, a more reasonable estimate of 
the possible repatriation effects of Bill C-58 in 1977 based on the Elliott 
Research data would be between $9.0 and $9.6 million in gross terms. 


These rough calculations do not consider the possibility that sharply 
higher prices for advertising time on Canadian television stations might have 
also been responsible for the growth rate in total advertising expenditures 
not declining as sharply or more sharply than one would have expected. Of 
course, it could be argued that the higher advertising rates reflected the 
increased demands brought about by Bill C-58. Alternatively, they could 
reflect the higher costs incurred by Canadian stations. The latter explana- 
tion seens to be the more appropriate one for 1976 and 1977 because of the 
existence of the federal AIB in Canada. 


Turning to the 50 leading advertisers in Canada, 26 experienced 1977 
growth rates in television advertising expenditures below the 1976 growth 
rates, 15 experienced higher growth rates and 12 companies recorded absolute 
dollar declines in their 1977 advertising expenditures compared with 1976 
levels. Seven firms posted advertising growth rates between zero and 10% in 
1977, another seven experienced growth rates between 10 and 25%, and 18 
companies posted growth rates above 25% in that year. In light of poor 
economic conditions in 1977, and the rather slow growth of sales even in 
nominal terms, such rapid increases in advertising expenditures (of over 25%) 
seem unusually strong. 


Among the range of explanations for this unusual strength are the 
following: 


(1) the acceleration reflects a structural change (perhaps a strategy to 
increase the importance of television as a medium for advertising by 
certain companies); 


(2) the advertising money spent was due to sharply higher profit 
increases or the introduction of new products; or 


(3) the acceleration of spending was the direct result of the repatria- 
tion effect by Bill C-58. 


If we consider the 18 companies involved, we can easily exclude four 
as not being affected by Bill C-58; namely, the Government of Canada, Air 
Canada, CN, and Bell Canada. Of the remaining 14, it appears that in the 
case of McDonald's and American Express, competitive pressures explain their 
rather sharp increases of Canadian television advertising expenditures in 
1977. Of the remaining 12 advertisers, Ford and Chrysler appear to represent 
Situations of especially large sales and profit increases, abnormal when 
compared to the overall economy. The remaining 10 companies could have been 
influenced by Bill C-58. The firms in qustion are General Foods, Bristol- 
Myers, Lever Bros., John Labatt, S.C. Johnson, Dominion Stores, Beecham, 
Simpsons-Sears, CP, and Nestle. 
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Some rough calculations suggest that if half of the increase in 
advertising expenditures in 1977 for these 10 companies reflected a Bill C-58 
repatriation effect, then a lower limit estimate of the repatriation impact 
of Bill C-58 would be in the range of $5.6 to $5.9 million in 1977 (using the 
15 to 20% overestimation by Elliott Research). 


To be more precise in using the data on national advertisers, we now 
consider the leading television advertisers in Canada in 1977 and examine 
their experience over the period 1974 through 1977. We have broken down the 
sample of 60 major television advertisers in Canada into the leading 40 
foreign-controlled companies and the leading 20 Canadian-controlled firms or 
government bodies. Where possible, we have also recorded the U.S. expendi- 
tures of the 40 leading foreign-controlled companies over the same period. 


The 10 largest foreign-controlled advertisers on television spent in 
total, according to the Elliott Research estimates, about $82.8 million in 
1977, or just under 22% of the total expenditures made by all companies on 
television. The 40 largest foreign-controlled companies combined spent 
$159.6 million on television in 1977, or roughly 42.3% of total television 
advertising expenditures in that year. The proportion of total advertising 
expenditures accounted for by these 40 leading companies has remained rela- 
tively constant over the period 1974 through 1977, the only notable changes 
occurring between 1974 and 1975 when the proportion declined from 43.7 to 
41.62. 


During the years critical to our analysis, total advertising expendi- 
tures by these 40 major television advertisers in Canada increased from 
$111.3 million in 1975 to $159.6 million in 1977 -- an increase of $48.3 
million during this period. Between 1976 and 1977 the increase was just 
under $20 million. 


The 20 leading Canadian-controlled companies or government bodies 
spent in total $60.4 million, or roughly 16% of total advertising expendi- 
tures in Canada in 1977. The 60 companies or government bodies combined 
Spent an aggregate of $220 million or 58.4% of the total expenditures in 
Ae 


A comparison of the television expenditures in Canada and the United 


States by leading advertisers provides a major reason why Canadian television 
has not been able to develop caren in quantity (or acl ey approaching 
the U.S. Tevel. Proctor and Gamble, for example, the leading television 


advertiser in the U.S., spent $329.6 million on that medium in the U.S. in 
1977. This figure was somewhat less than $50 million below the total amount 
spent by all companies on television advertising in Canada in that year. 


In effect, one company in the U.S. spends on television almost as 
much as all companies combined in Canada. Obviously, with such dramatic 
differences in the scale of advertising expenditures by companies between 
Canada and the U.S., it becomes apparent that, even when one includes the 
$350 to $400 million of public funds that are infused into the CBC annually, 
American producers can undertake a much larger scale of experimentation with 
programs and can produce much larger quantities (and perhaps even much higher 
quality programs) than can the Canadian television system consisting of both 
the private and the public sector. 


II-20 


The head offices of the 10 major foreign-controlled television adver- 
tisers in Canada spent, in 1977, over $1.3 billion on advertising on U.S. 
stations. This figure is over 15 times the amount spent by these same compa- 
nies in Canada in 1977. As one continues down the list of 40 foreign- 
controlled companies, it is apparent that for the overwhelming majority of 
these companies, their advertising expenditures on U.S. stations are 
generally more than 10 times the corresponding expenditures on Canadian 
television. 


We doubt that the divergence from the 10 to 1 ratio between Canada 
and the U.S. reflects the so-called spillover effect. We believe rather that 
these dramatic differences simply reflect differences in the structure of the 
television industry between Canada and the U.S., that is, the greater avail- 
abilities of time and the longer historical familiarity with the television 
medium for advertising by companies in the U.S. In addition, these diffe- 
rences also reflect a lagging behind or, perhaps an even relative immaturity, 


of marketing strategies in the Canadian market as compared to the U.S. 
market. 


Whatever the reasons for the frequent divergence from the 10 to l 
ratio, the important point that remains is that total television advertising 
expenditures in the U.S., while at an aggregate level more than 10 times the 
expenditures in Canada, were also in 1977 over $6 billion greater in absolute 
amounts than the expenditures in Canada. 


Obviously, with a much larger flow of advertising revenues, the 
possibilities for programming are much greater in the U.S. than in Canada. 
One must also consider that even though, in terms of GNP and population, 
there is roughly a 10 to 1 relationship between the U.S. and Canada, in terms 
of the number of stations the ratio is less than 10 to 1 (in 1977 the ratio 
was 6.7 to 1). More specifically, in terms of the total number of separate 
hours of programming per week that is provided by the U.S. system and the 
Canadian system, the ratio is probably well below the 6.7 to 1 ratio in 19/7/. 
Even though Canadian stations do not have to provide 100% Canadian content 
and thus are able to buy a large number of American programs, they are still 
required to show Canadian programs for a large number of hours during the 
day. In the U.S. the duplication of a large number of programs, both in 
prime time and off prime time, by different stations across the country 
actually reduces the total number of independent hours of programming that 
are provided at an aggregate level by all stations in the U.S. 


In other words, the ratio of total available programming hours 
between Canada and the U.S. is much less than 10 to 1, while the ratio of 
total advertising revenues available for investing in programming is well in 
excess of 10 to 1. These differences indicate one of the critical problems 
facing the CRTC in its objectives of attempting to achieve the goals of the 
1968 Broadcasting Act and of attempting to shape policies that affect the 
Canadian programming and cultural content of Canadian stations. 


Our data also reveal that the major television advertisers in the 
U.S. and Canada overwhelmingly specialize their advertising expenditures on 
the television medium. Twenty-three of the 40 companies spent 80% or more of 
their total advertising budgets on television in Canada in 1977. Of the 
other 17, all but one spent between 50 and 80% of their total budgets on the 
television medium. Comparable expenditure distributions for the same 
companies exist in the U.S. 


CHAPTER III 


ast: 


ls. Ph Ping ~ Ms if 
i, 7A thee wees We a 
atic, dale tigre ieoqree eae 
pies 1» Gewese [). bo we roel que ee 
pees armenian, Ae iheart t-te . 
daw a anda .ed, (ea) aive \ igen odpm! 
een > ai) Lay 48 rime, the cumpeeperitm 

“49 > ( ear Ss «4 
» ? 


Ot Sues (7950. Nee oper gnice fran t 
a Be mu baka vishal og ace, | To 
+ ain en = Simon ect 

i re Te ad ; oat he y 
P iv © -_ 4 beat uy les? a tee arte) 
Day 1G Vy ont } ys Chae Ve & 

- hatin sh 7 on 
[ty Welev ute i" An 


@owiene? be fre dint dihipeyunce* frat Abe a 
ieenle roti 1¢ Ohad torad tebavistan 

dim os. tp a oot) et aipregdte jewel apre- tiene 
Sitiebe ta te 10 292? eee fA STEN renner 


Tif ivane 
Bin heat 1 tery’ Piguegt siren eee ae = 
— e each gradter im Lhe. MSar hee ae 
: : » rhauyh, 6 Goren ae Ge ord. al “¢ 
vi. a ihe between, tee Ud. and DARTS » tere 
a ere Le) Lo ee ee: 7 
: josh le, (in loreg ef the titel ember: of 
. wee ' Lot '¢ froyiedd hp the WSicGeetay 
: ° \- 'y wonebly wall wrlau Wa An] te YO 
we 429fs i re ts net, have to deny ide (O0p- Cannes 
ie RIG LAG & an Nieter af. Martcan programs, 


hae Zane preyre@ forma larée mater G7 
ol yoden ef 8 lary tanber Or jf 
ee eeiil ‘et the, WY GIVTRraeD.staliare sqrae 


FROGS Line 4/1ta confin ? of julqendod hears @, ss 
@) Oh Ono gorepete lem) Bpnat? ‘Statinas if inp 


A ager wore, the cote of tea? eet lepie & 
7 ee 4% ae ‘Be 14 wien beat thee BO Fy 
sarditien roverieng eet lebie for ineast ny. 1h 
(@ "6 tel. Phege dil farancei- peter aie be 
; mm. Orr ie Ih Ws i TT VES ef ao 
)s pr—adenyt | ag hain eld at 
Cones) om ghtimermiing gah tured: 


ad atta. sive revel ‘et th z 

id andar rene nuts © peciet 
ok vip Nom 

An iG ® avert 4 

, Ve one cer, tee 


i. ea wn weet Oe = ” 


III-1 
ITI. THE FINANCIAL IMPACTS OF BILL C-58 
A. Estimates of the Revenue Losses to U.S. Border Stations 


In Table 1 we had listed a series of estimates of potential losses or 
actual losses in revenues by U.S. border stations. One source of data was a 
Price Waterhouse survey on 12 U.S. border stations affected by the bill. 
However, Of the 12, only 10 responded and we have no indication which two did 
not respond although it is apparent that they were neither KVOS nor any of 
the Buffalo stations. According to the Price Waterhouse data, the gross 
revenues of the 10 reporting U.S. border stations declined from $18.9 million 
in 1975 (U.S.) to $9.2 million in 1977, a decline of $9.6 million in gross 
terms. Net losses, if one excludes payments of commissions to Canadian 
advertising agencies and payment for services to Canadian reps, were just 
less than $8 million. Net Canadian revenues in 1975 were $14.1 million 
(U.S.) while in 1977 they were just over $6.1 million. In Canadian dollar 
terns (adjusted for exchange rate movements), gross revenues declined from 
$19.4 million in 1975 to $9.8 million in 1977. Net revenues in Canadian 
dollars declined from $14.5 million to $6.5 million by 1977. 


Mr. David Mulcaster of the CRITIC has also provided us with a set of 
estimates of the revenue losses stemming from Bill C-58 for the U.S. border 
Stations. According to his calculations, the Buffalo stations experienced a 
decline from about $9.3 million (U.S.) in gross revenues in 1975 to $3.7 
million in 1977, a total decline of $5.6 million over this period, while the 
remaining stations saw their Canadian gross revenues decline from $4.7 
million to $1.0 million. 


The estimated gross losses for KVOS calculated by Mr. Mulcaster 
correspond quite closely to the actual figures provided by Wometco Enter- 
prises. These lend some credence to his overall estimates for 1977. In 
aggregate, Mr. Mulcaster has estimated that gross Canadian revenues on U.S. 
border stations have declined from $21 million (U.S.) in 1975 to around $8.2 
million in 1977, a total decline of $12.8 million (U.S.). This compares with 
the Price Waterhouse estimated decline for the 10 U.S. border stations over 
this period of $9.6 million (U.S.). 


Part of the difference between these two aggregate figures reflects, 
to some extent, the fact that KCND in Pembina, North Dakota was not included 
in the Price Waterhouse sample and that two other stations were excluded. 
Hence, the aggregate losses reported by the Price Waterhouse survey do tend 
to underestimate the full extent of the losses experienced by the U.S. border 
stations. Thus, we would suggest that the range of revenue losses (unad- 
justed for growth) for U.S. border stations between 1975 and 1977 lies 
between the $9.6 million to $12.8 million figures, expressed in U.S. 
Currency. 


According to our discussions with officials for the three Buffalo 
stations and spokesmen for their reps in Toronto, the residual estimates for 
the 9 other stations (excluding KVOS) reporting to the Price Waterhouse 
Survey appear to be underestimates of the actual Canadian-placed advertising 
revenues with these stations in 1977. That is, the total Canadian-placed 
advertising revenues in the Buffalo market in 1975 ranged anywhere between 
$10.0 and $10.5 million (U.S.). This figure differs from the Turetsky figure 
by between $700,000 and $1.2 million. This could reflect the fact that 
between 5 and 10% of these advertising expenditures were aimed at the U.S. 
market and not the Canadian market, and hence would not be subject to Bill 
C-58. 
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As a starting point in refining these figures, we utilize an aggre- 
gate gross revenue figure of about $9.5 million (U.S.) for the Buffalo 
stations. Our interviews in turn revealed that in 1976 the Buffalo stations 
had experienced a rather modest decline in their Canadian-placed advertising 
revenues. Indeed, it is clear that the announcement effect of Bill C-58 had 
an immediate negative impact, but it appeared to be more in terms of elimi- 
nating any growth in Canadian-placed advertising than in actually producing a 
decline in such revenues. Nevertheless, the interviews did suggest a modest 
decline in aggregate of about $0.5 million to $1 million. Hence, by 1976 the 
gross revenues for the Buffalo stations would have been somewhat between $8.5 
million to $9.0 million. 


By 1977 each of the three Buffalo stations had experienced a decline 
from the 1975 level of between 25 and 50%. Given the estimated 1975 revenues 
for the three major Buffalo stations and their revenue losses to 1977 (both 
sets of estimates based on information provided in our interviews), we esti- 
mate that in aggregate the Buffalo stations had $5.1 million in Canadian- 
placed advertising aimed at the Canadian market in 1977. 


In 1978, the Buffalo stations were experiencing further declines in 
these revenues, ranging between 40 and 50% from the 1977 levels. Accor- 
dingly, our best estimate for the aggregate 1978 Canadian revenues for 
Buffalo is a figure in the range of $2.8 million. Thus, it appears that Bill 
C-58 will have produced a $6.7 million decline between 1975 and 1978 of 
Canadian-placed advertising expenditures in Buffalo. 


The gross revenues figures for KVOS were provided by Mr. Mintz, the 
General Manager of the station. The data, however, combine both Canadian and 
locally placed U.S. advertising on KVOS. In 1975 Canadian revenues accounted 
for 90% of total KVOS revenues (according to Mr. Mintz), and so we record in 
Table 1 an adjusted estimate of $6.7 million for the gross Canadian revenues 
in the Bellingham market. The 1977 and 1978 revenue figures for KVOS were 
Similarly adjusted to separate the Canadian revenues, and as well, a further 
adjustment was made to allow for some modest growth in the U.S. advertising 
revenue on the station. As a result, we estimate that Canadian-placed adver- 
tising revenues on KVOS were approximately $3.4 million in 1977 ($3.3 million 
less than the 1975 figure) and $2.4 million in 1978 ($4.3 million less than 
the 1975 figure). 


Thus, for the three Buffalo stations and KVOS combined, their aggre- 
gate gross revenues have declined approximately from $16.2 million in 1975 to 
about $8.5 million in 1977 and $5.2 million in 1978. For the remaining sta- 
tions an estimate of about $5.0 to $5.5 million for total gross Canadian 
revenues in 1975 would seem to be rather realistic in light of the figures 
estimated by Turetsky and provided to us in the interviews. 


Since 1975, the station in North Dakota has gone out of business and 
has been sold to Canadian interests with a complete diversion of Canadian 
revenues of approximately $1.5 million (U.S.) to the Canadian market. In 
addition, in 1977 the Watertown signal was eliminated from the cable system 
in Ottawa, generating an estimated loss in 1978 of between $300,000 and 
$600,000 of Canadian-placed advertising revenues. As for the Burlington- 
Plattsburgh markets, the estimates obtained from interviews suggest rela- 
tively smaller losses in these markets with a Canadian revenue maximum 
estimate in 1977 of about $1.0 million. 
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In aggregate, then, the revenue losses between 1975 and 1978 for 
these other markets likely averaged around $4.0 million (U.S.). Thus, an 
aggregate $6.5 million estimate for 1978 Canadian revenues on U.S. border 
stations, is presented in Table 2. Our aggregate estimate for 1977 is $11.0 
million. This latter figure is higher than the Price Waterhouse estimate 
(see Table 1) of $9.2 million. We suggest that this discrepancy reflects 
either the rough nature of some of the figures provided to the authors in the 
U.S. interviews with the principal broadcasters, or underestimation of the 
Canadian-placed advertising expenditures by the Price Waterhouse survey. 


Part of the discrepancy also reflects the fact that two of the 
stations did not respond to the U.S. survey, but in our calculations this 
would only explain $200,000 to $250,000 of the difference. 


While we do not want to suggest that the U.S. border stations deli- 
berately underestimated their 1977 Canadian revenues (in the Price Waterhouse 
Survey) so as to overestimate their revenue losses resulting from Bill C-58, 
it is conceivable that in responding to the survey, the station representa- 
tives had difficulty in isolating Canadian advertising aimed at Canadian 
audiences. Whatever set of figures is correct, (our estimate or the Price 
Waterhouse survey), both yield estimated 1975 to 1977 losses more or less in 
line with one another (when the Pembina figures are excluded); namely, losses 
in the $9.5 to $9.6 million (U.S.) range. Our total 1975 to 1977 estimated 
loss of $11.0 million (U.S.) falls between the Price Waterhouse estimate $9.6 
million) and Mulcaster's estimate ($12.8 million). 


Without allowing for any possible growth in Canadian-placed adver- 


tising on U.S. border stations that would have occurred in the absence of 
Bill C-58, we derive an estimate of the 1975-1978 revenue losses to U.S. 


border stations of about $15.0 miTTion. (See Table 2.) We should add that 
this loss estimate 1s derived from data provided to us by KVOS, and from 
estimates that we have been able to complete from the various loss propor- 
tions emerging from our interviews with U.S. border stations. The $15.0 
million loss includes losses stemming from the closing down of the Pembina, 
North Dakota station and the deletion of Watertown stations from the Ottawa 
cable system. In the absence of either of these two moves, the revenue 
losses would likely have been $1.0 to $1.5 million less than the $15.0 
million estimated in Table 2. 


As already noted, these estimated losses do not take into account the 
fact that there has been an increase in total advertising expenditures both 
in Canada and the U.S., and that in the absence of Bill C-58, Canadian-placed 
advertising expenditures on the U.S. border stations would have risen above 
the $21.5 million figure in 1975. This probability was confirmed in our 
interviews with the Buffalo stations. As well, Mr. Mintz did not deny the 
possibility that KVOS 's revenues would have increased further in the absence 
of Bill C-58. 


In one of our interviews, the general manager of a Buffalo station 
pointed out that over the period 1965 through 1975, Canadian-placed adver- 
tising revenues increased in line with the rate of increase of the company's 
total revenues - and that during the preceding five years, 1970 to 1975, 
Canadian advertising revenues had increased by over 10% per year. The same 
individual pointed out, however, that even without Bill C-58, the future 
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growth of Canadian revenues would not have been as rapid as in the past 
(ignoring the impacts of higher levels of inflation on advertising expendi- 
tures and the price of advertising time) because of the effects of increased 
fragmentation stemming from the introduction of two new stations in the 
Toronto market. 


That is, he suggested that in the absence of Bill C-58, fragmentation 
would have resulted in a levelling off in the growth rate of Canadian-placed 
advertising, and that this would have been general across the U.S. border 
scene. According to his prognostication, total Canadian-placed advertising 
on the U.S. border stations would have risen from the $21.5 million estimate 
in 1975 to perhaps between $22 and $23 million by 1978. 


That discussion, perhaps, resulted in an overestimate of the negative 
impact of fragmentation on the potential growth of Canadian-placed adver- 
tising revenues in Buffalo.! Hence, the figures in Table 2 include three 
different assumptions for the potential revenue growth to U.S. border sta- 
tions in the absence of Bill C-58. 


Specifically, we considered three different sets of assumptions for 
the Buffalo stations. The low growth assumption (average increase of 
Canadian revenue of 5% per annum) is in Tine with the growth of spot revenues 
in Providence, Rhode Island - a market comparable in size to Buffalo - and 
the station in that group that experienced the lowest average growth in spot 
revenues (excluding Buffalo) over the period 1972 to 1977. The high growth 
assumption (15% per annum) is in line with the average increase of spot 
revenue for Portland, Oregon, the city towards the high end of the spectrum 
among those other U.S. cities of similar size to Buffalo. The third assump- 
tion utilizes a growth in spot revenues of 20.8% in 1976 and 8.5% in 1977, 
the actual revenue growth rates for a major Toronto-Hamilton broadcaster and 
an additional estimated growth of 10% in 1977. These three sets of assump- 
tions generate potential gross revenues for the Buffalo stations in 1978 of 
$11.0 million based on low growth estimates, $14.4 million based on the high 
growth estimate, and $13.7 million for the growth estimate which parallels 
the actual revenue increase of a greater Toronto-based broadcaster. The 
comparable estimates for 1977 are $10.5, $12.6 and $12.4 million respec- 
tively. 


Thus, the realistic allowance for growth between 1975 and 1978 
results in estimated losses to Buffalo ranging between $8.3 million and $11.6 
million, about $2.0 million to $5.4 million higher than the loss estimates 
which assume that no growth would have taken place in Canadian-placed 
advertising expenditures in Buffalo over that time period. Our estimated 
losses between 1975 and 1977 range between $5.4 and $7.5 million when 
potential revenue growth is taken into account. 


In the case of KVOS calculations, we used two assumptions: a low 
growth assumption of 5% per year, or alternatively, the actual growth rates 
of advertising on the CHAN-TV station in Vancouver in 19/76 and 19/77, and an 
arbitrary 10% growth rate for 1978. The growth of the total advertising 


1 One of the main reasons we felt he had underestimated the revenue 
growth rate was his underestimation of the impacts of higher rates of 
inflation on advertising budgets. 
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revenues on CHAN for 1976 and 1977 were in line with the growth rates for 
advertising revenues for the entire private Canadian television industry. 
These assumptions generated estimated potential gross revenues on KVOS in 
1978 of $7.8 million for the low growth estimate and $10.8 million for the 
high growth estimate. Using these low assumptions, we then derive estimated 
potential losses between 1975 and 1978, of between $5.4 million and $8.4 
million for KVOS, losses $1.1 to $4.1 million greater than estimates which do 
not allow for growth. 


For the Burlington-Plattsburgh markets, we have used as a low growth 
assumption a 12.8% annual rate of increase - the 1972-1977 growth experience 
of the stations in Johnston City, Tennesee, a market comparable to 
Burlington-Plattsburgh. A 22.3% rate was used as a high growth assumption, a 
growth rate in advertising revenues experienced by television stations 
operating in Baton-Rouge, Louisiana, another market of comparable size to 
Burlington-Plattsburgh. As a third -growth rate assumption, the national 
advertising growth rate on CFTM in 1976 and 1977, and again our arbitrary 10% 
growth rate in 1978 was employed. These various assumptions yielded poten- 
tial gross revenues in 1978 for the stations in these markets ranging between 
$3.7 million and $4.8 million. These figures yield a range of potential 
1975-1978 losses of between $2.7 million and $3.8 million, $1.1 to $2.2 
million higher than the no growth estimate for Burlington-Plattsburgh. 


We used only one growth rate assumption for the Watertown and Pembina 
markets. For the Watertown estimate, we employed the 1976 and 1977 growth 
rates of total air time sales on CJOH in Ottawa. For Pembina, we accepted 
the 1976 and 1977 growth rates experienced by CKY in Winnipeg. The 1978 
growth rate for both markets was assumed to be 10%. These assumptions 
yielded potential 1978 gross revenues, excluding the Bill C-58 impact, of 
$1.1 million for Watertown and $2.4 million for Pembina. 


Thus, if we allow for potential revenue growth for the U.S. border 
stations between 1975 and 1978, the range of the estimated aggregate revenue 
losses (assuming that our $6.5 million estimates of the aggregate revenues 
actually received in 1978 is reasonable) is between $20 million and $27.5 
million, expressed in U.S. currency. These figures compare with the estimate 
of $15.0 million based on the assumption of no growth. The 1977 potential 
losses range between $14.4 and $19.5 million (U.S.) as compared to the 
estimated $11.0 million loss based on a no growth assumption. 


B. Estimates of the Repatriation of Advertising 
Revenues to Canadian TV Stations 


The data in Table 2 serve as an appropriate starting point for 
estimating the advertising expenditures that possibly have been repatriated 
to Canadian broadcasters in 1977 and 1978. In order to convert the revenue 
loss figures in Table 2 into revenue gain figures for Canadian broadcasters, 
several factors have to be kept in mind. First of all, the revenue figures 
in Table 2 are presented in gross U.S. dollar terms. The revenue figures 
cited for Canadian broadcasters, either in total or for specific private 
stations, are in net Canadian dollar terms. Thus, one adjustment that is 
necessary is the conversion of the gross revenue figures into net figures by 
subtracting some fraction to represent sales representatives and agency fees 
and commissions. A 20% factor was used in these calculations. In our 
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interviews the figures for rep and agency fees and commission generally 
ranged between 18 and 24%, while in the Price Waterhouse survey the fees and 
commissions averaged between 19 and 22% of gross revenues. 


Secondly, it is not likely that a $1.00 gross revenue loss for U.S. 
border broadcasters translated into a corresponding $1.00 gross revenue gain 
for Canadian broadcasters. For example, it seems reasonable to assume that a 
Canadian company advertising on television would be interested in the net 
after-tax cost of the advertising expenditure rather than in the pre-tax cost 
for this expendiure. Not only does this assumption seem reasonable, but it 
was also confirmed in our interviews with a few of the major advertisers in 
Canada. 


Hence, in the case of a Canadian company which is in the 50% tax 
bracket, for example, in the absence of Bill C-58 tax effect it follows that 
the net after-tax cost of a $100.00 expenditure on advertising on U.S. border 
Stations would be $50.00. Presumably this amount represents the amount of 
net advertising expenses that the company would desire to make. 


If we observed that the company was spending $50.00 on advertising on 
U.S. border stations with Bill C-58 in effect, then without the tax deducti- 
bility for this expenditure the $50.00 would be a net after-tax expense for 
the company. As a result, since this amount is exactly equal to what the 
company desired to spend over and above its budget on Canadian stations, then 
there would be no repatriation of gross revenues from U.S. border stations to 
Canadian stations in this particular case. 


If, however, the company had only spent $40.00 on advertising on U.S. 
border stations after Bill C-58 was introduced, then the difference of $10.00 
in after-tax terms would have been repatriated in our particular example, to 
Canadian television stations. That is, if the company desired to purchase an 
additional $50.00 in after-tax advertising and it only spent $40.00 (not tax 
deductible) on U.S. stations, it would be left with $10.00 in after-tax terms 
to spend on Canadian stations. With a tax writeoff of 50% for advertising 
expenses incurred in Canada, the company would thus be able to spend $20.00 
in gross terms on Canadian stations. Consequently, in this second case, the 
Canadian broadcasters would experience a $20.00 increase in their gross 
receipts. 


If different corporate tax rate assumptions are employed, the 
estimated repatriation of gross advertising revenues from U.S. border 
stations to Canadian broadcasters would differ from the figures presented in 
the above example. It should also be pointed out that in the above example, 
we were implicitly assuming that even with Bill C-58 in place, the company in 
question would not change its overall advertising practices -- its desire to 
spend X dollars in after-tax terms in total on television or Y dollars in 
total on all types of media. 


In more general terms, the gross revenues repatriated from U.S. 
stations to Canadian stations can be calculated using the figures in Table 2 
by subtracting from either the no growth Canadian-placed advertising revenues 
of U.S. border stations or the expected growth-adjusted revenues of the 
stations, the actual revenues received grossed up for the average corporate 
tax rate of advertisers buying air time on U.S. border broadcasters. More 
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specifically, the estimated maximum gross revenues repatriated are equal to 
the estimated revenues of U.S. border broadcasters minus the actual revenues 


divided by 1 minus the average corporate tax rate. Again, this provides an 
estimate of the maximum number of gross U.S. dollars repatriated assuming 
that Bill C-58 did not result in any change in the advertising behaviour of 
companies. 


It should also be pointed out that during 1977 there were a large 
number of contracts that were signed just prior to the passage of Bill C-58 
that extended tax deductibility under a grandfather clause included in the 
Bill for a maximum of one year. Hence, in order to estimate the repatriated 
dollars in 1977, it was necessary to take into account that a certain 
proportion of the revenues actually received by U.S. border broadcasters in 
1977 were exempt from Bill C-58 and thus a grossing-up was not required. 


According to the Price Waterhouse survey data, about 55% of estimated 
Canadian-placed advertising revenues on U.S. border stations were exempted in 
1977 because of the grandfather clause. Hence, only 45% of the actual reve- 
nues received by U.S. border broadcasters in 1977 had to be grossed-up for 
the corporate tax rate. The remaining 55%, in an unadjusted form, were 
deducted from the estimated revenues of these broadcasters. 


A fourth factor to consider was the fact that during the period 1975 
through to 1978 advertising revenues of privately controlled stations in the 
principal markets affected by U.S. border broadcasters were increasing quite 
rapidly despite the rather weak economy in Canada. As a result, it would be 
rather naive to assume that in the absence of Bill C-58, the revenues of U.S. 
border broadcasters would not have increased as well. 


In our discussion of revenue losses to U.S. stations, we set out 
three sets of assumptions of possible growth rates in Canadian-placed adver- 
tising revenues for most of the markets affected in the U.S. In order to 
estimate repatriation of net advertising revenues to Canadian stations, it is 
necessary to accept one particular growth assumption for these calculations, 
and we used the corresponding figures to assumption C in the calculations in 
Tables 3 and 4. As noted elsewhere, the assumptions involve the actual 
growth in revenues at the major private station in the corresponding Canadian 
markets to each of the U.S. border markets -- Vancouver for Bellingham, 


Winnipeg for Pembina, Toronto for Buffalo, Ottawa for Watertown and Montreal 
for Burlington-Plattsburgh. 


While it might be argued that the growth rates of air time sales on 
Canadian stations were biased upwards since there was some repatriation of 
advertising revenues from U.S. border stations, we in turn would argue that 
the bias, if it exists, is likely to be small. Four of the stations selected 
were privately-owned CTV affiliates and the fifth case was a TVA affiliate. 
According to our discussions with representatives for these stations, the 
general impression given to us was that none of them benefited to any extent 
from Bill C-58. If we accept their arguments at face value, this would sug- 
gest that they were neither positively nor negatively affected by Bill C-58. 
With the exception of Ottawa and Montreal, new stations in the other cities 
were playing an important role in these markets, and thus the growth rates of 
advertising revenues for these stations reflected the dynamics of the adver- 
tising market in these cities. As a result, it would seem reasonable to use 
their figures for the possible growth rates of Canadian-placed advertising 
revenues on the corresponding U.S. border stations. 
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Additionally, if one compares the cost of advertising time in the 
U.S. spot market to costs in Canada, one will discover that over the period 
1975 through 1977 and 1977 to 1978, the cost of advertising time on Canadian 
stations increased much more rapidly than for spot time in the U.S. (The 
cost of advertising time on Canadian stations seemed to increase in line with 
the cost for network time in the U.S.) Even if the U.S. rates are adjusted 
to Canadian dollar terms, the rather large devaluation of the Canadian dollar 
in 1977-78 did not entirely offset the relative decline of U.S. spot adver- 
tising rates vis-a-vis Canadian television advertising rates. Even ignoring 
the possibility that U.S. border stations cut the rates to maintain a compe- 
titive position after the introduction of Bill C-58, it is apparent that the 
competitive position of U.S. border stations vis-a-vis Canadian stations 
would have improved in the absence of Bill C-58 based on the advertising cost 
trends. As a result, in the absence of Bill C-58, the growth rates of 
Canadian-placed advertising expenditures on U.S. border stations might have 
actually exceeded the corresponding growth rates on the major Canadian 
stations in the corresponding markets. In light of the above two arguments, 
it seems plausible to suggest that if there is a bias introduced in the 
calculations from using these particular growth rates, then the bias is more 
in the direction of underestimating the growth rate for Canadian-placed 
advertising revenues on U.S. border stations in the absence of Bill C-58. 


Thus, combining the assumption C figures from Table 2, with the 
various tax rate assumptions allows the conversion of the gross figures into 
net revenue figures. We were then able to calculate the various estimates of 
the maximum repatriation of net advertising revenues. 


In Table 3 we present the estimates in U.S. dollar terms. In Table 4 
we have converted the repatriation estimates into Canadian dollars. To do 
this, we used the following exchange rate value expressed in terms of the 
number of Canadian dollars per U.S. dollar: 1975 - 1.025; 1977 - 1.065; and 
1978 - 1.12. These exchange rates were the actual values prevailing at mid- 
year; that is, the June and July average rates. 


For each U.S.-Canadian regional market, we estimated the net adver- 


tising revenue repatriation, assuming no growth from 1975 in Canadian-placed 
advertising revenues and assuming the assumption “C" growth rates from the 
1975 base. 


We suggest that the most reasonable figures are those calculated 
using the 40 or 45% average tax rate figure. In Canada the maximum corporate 
tax rate for manufacturing industries in Canada has been decreased in the 
last few federal budgets, and has most recently been set at 40%. At the same 
time many advertisers, particularly in the Vancouver, Montreal and Ottawa 
markets, are small business establishments taxed at the small business corpo- 
rate rate of 27%. As a result, it would appear that the most plausible esti- 
mates of the maximum repatriation of net advertising revenues to Canadian 
stations would be for 1977 somewhere in the order of $12.4 million U.S. 
($13.2 million Canadian) and in 1978 in the range of $16.6 million U.S. 
($18.6 million Canadian). 


These figures compare with estimates based on a no-growth assumption 
of about $5.7 million U.S. ($6.1 million Canadian) in 1977 and about $7.7 
million U.S. ($8.6 million Canadian) in 1978. In effect, by ignoring the 
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potential growth in total advertising expenditures over this period, the 1977 
repatriation estimates would be under-estimated by about $6.7 million U.S. 
($7.1 million Canadian) and in 1978 by about $9 million U.S. ($10 million 
en From here on, the discussion is strictly in Canadian dollar terms 
Table 4). 


In the specific paired markets, our estimates are as follows: - a 
repatriation from the Buffalo to the Toronto market of about $4.7 million in 
1977 and about $7.7 million in 1978. For Bellingham-Vancouver, the repatria- 
tion is in the range of $4.5 million in 1977 and $5.7 million in 1978. In 
the Burlington-Plattsburgh-Montreal case the repatriation is in the $1.9 to 
$2 million range in both 1977 and 1978; while for Watertown and Ottawa the 
repatriation is about $200,000 in 1977 and just under $1 million in 1978. In 
the Pembina-Winnipeg case, the selling of KCND in Pembina to Winnipeg inte- 
rests resulted in the repatriation of the full amount of the expected 
Canadian revenues on that station, namely $1.9 million in 1977 and $2.1 
million in 1978. We should add, however, that the additional $600,000 to 
$700,000 in repatriation of net revenues between Watertown and Ottawa between 
1977 and 1978 was the result not of Bill C-58 but of the change in the cable 
Signals in Ottawa from Watertown to Rochester. This in turn translates into 


a total repatriation to the Canadian market for 1978 stemming solely from 
Bill C-58 of somewhat Tess than $18 million. 


In Tables 5 and 6, we present a set of detailed calculations which 
provide a rough measure of the net gainers and losers from Bill C-58. In 
these calculations we assumed an average corporate tax rate of 45% for all 
participants - the Canadian advertisers, the U.S. and Canadian broadcasters, 
and the Canadian agencies. In addition, we applied a 20% agency and rep fee 
or commission schedule to gross advertising revenues, and as well, we allo- 
cated 50% of the net revenues received by KVOS from Canadian advertisers to 
KVOS B.C. Limited, a Canadian company eligible for paying taxes in Canada. 

In addition, we ignored any additional cost to broadcasters associated with 
the revenues received from Canadian advertisers. That is, after allowing for 
agency and rep fees and commissions, we made no other assumptions regarding 
additional expenses that might have been incurred in attracting the adver- 
tising revenues or in dispensing of these revenues within the programming 
Operations of the broadcasters. In essence, we assumed that the net revenues 
in question were totally incremental to the operating income of all the 
broadcasters concerned. 


We will now discuss the actual estimates provided in Table 6. These 
figures are in fact based on data found in Table 5 which were converted into 
Canadian dollars. Focusing on the 1975 estimates, the $22 million in adver- 
tising expenditures at a 45% corporate tax rate would have resulted in a tax 
savings of $9.9 million in Canada and thus in a net cost to the Canadian 
companies of $12.1 million in 1975. As to the U.S. border broadcasters, they 
would have had to pay out about $4.4 million in fees and commissions to 
Canadian agencies and rep firms against the $22 million of Canadian revenues. 
On the remaining pre-tax income of $17.6 million in 1975, KVOS Bellingham 
would have paid $1.2 million in Canadian taxes on their net Canadian revenues 
of approximately $2.6 million in 1975, and combined U.S. border broadcasters 
would have paid out $6.7 million Canadian in U.S. taxes on the remaining net 
revenues accruing to the American operations. Once more it is important to 
note the assumption of a 45% tax rate for the broadcasters. 
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In 1975 then, U.S. border broadcasters' after-tax Canadian dollar 
income would have been $9.7 million due to the $22 million of Canadian-placed 
advertising. Canadian agencies and rep firms in 1975 would have received 
$4.4 million in commissions and would have paid out $1.9 million in taxes in 
Canada, leaving them with an after-tax income of $2.5 million. 


The 1977-78 estimates for Bill C-58 were derived in a similar manner, 
incorporating assumption C figures from Table 2 converted into Canadian 
dollars. We observe that in the absence of Bill C-58, U.S. border broad- 
casters' pre-tax income would have been $25.3 million in 1977 and $29.2 
million in 1978 on the Canadian-placed advertising revenues. The after-tax 
income of U.S. border broadcasters on these revenues would have been $13.9 
million in 1977 and $16.1 million in 1978. The net after-tax income of the 
Canadian agencies and rep firms would have been $3.4 million in 1977 and $4.1 
million in 1978. 


The next series of columns in 1977-78 were estimated with Bill C-58 
in place. According to the data in Table 2, we estimated the Canadian air 
time sales of U.S. border broadcasters in 1977 were $10.5 million U.S. and in 
1978 $6.5 million U.S. These figures converted into Canadian dollars appear 
as the air time sales for these broadcasters for 1977 and 1978 respectively 
under the column entitled "With C-58". Calculations presented in Table 4 
indicate that with the 45% tax rate assumption, the net revenue gains of 
Canadian broadcasters were $13.0 million in 1977 and $18.6 million in 1978. 
These figures are the pre-tax income figures reported for Canadian broad- 
casters in Table 6. 


The pre-tax income figures for the Canadian broadcasters were grossed 
up to include commissions and thus the gross air time sales of Canadian 
broadcasters under our assumptions would have been $16.2 million in 1977 and 
$23.2 million in 1978. The combined gross revenue figures for U.S. and 
Canadian border broadcasters generate the total ad expenditures of Canadian 
advertisers in 1977 and 1978. Keeping in mind the grandfather clause provi- 
sions in 1977 and the fact that part of the expenditures on U.S. border 
stations in 1977 and all in 1978 were no longer eligible for tax exemptions, 
we were able to calculate the tax savings to Canadian advertisers for their 
advertising expenditures in both years. We find that the net cost to Cana- 
dian advertisers in 1977 and 1978 in the Bill C-58 case are exactly the same 
as they are in the non-Bill C-58 case, as should be expected. Consequently, 
for Canadian advertisers there is no gain or loss in terms of their actua 


after-tax dollar outlays stemming from Bill C-58, although it is possible 
that the efficiency of their expenditures declined since they were no longer 


able to purchase as many gross rating points with their advertising expendi- 
tures with Bill C-58 in place. 


For the U.S. border broadcasters, the pre-tax income on the estimated 
revenues received in 1977 and 1978 with Bill C-58 in place were $9.0 and $5.8 
million respectively. The pre-tax income represented declines of about $16.3 
million in 1977 and $23.4 million in 1978 from the non-Bill C-58 case. In 
terms of after-tax income, the U.S. border broadcasters would have received 
$5.0 million in 1977 and $3.3 million in 1978 on their estimated Canadian- 
placed revenues. These estimates are $8.9 million and $12.8 million lower in 
1977 and 1978 respectively than the figures in the non-Bill C-58 case. Once 
again, we remind the reader that our discussion has been relying on the 
Canadian dollar estimates. 
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! We also observe in Table 6 that Canadian agencies experienced a 
decline in both their gross commissions and after-tax income as a result of 


Bill C-58. Canadian broadcasters, as expected, benefited in pre-tax income 
terms by $13.0 and $18.6 million in 1977 and 1978 respectively and in after- 
tax income by $7.2 and $10.2 million. 


Once again the reader must be cautioned that the figures presented in 
Tables 5 and 6 are based on a whole set of assumptions. While we believe the 
assumptions to be reasonable, they are subject to a variety of estimating 
problems. As a rough approximation, estimating errors may range as high as 
20% from the actual figures. Further, the net losses estimated for U.S. 
border broadcasters represent the maximum losses to them resulting from Bil] 
C-58. Indeed, as a result of Canada’s Bill C-58 and the losses of Canadian 
advertising business, U.S. border broadcasters were forced to aggressively 


search for new U.S. business. As a result, it is possible that new clients 
were found that previously did not use the television medium for advertising. 


Consequently, it is possible that a significant proportion of the lost 
Canadian-placed advertising revenues has been already replaced from other 


sources -- business incremental to the natural growth of these markets in the 
USS. 


In addition, in the case of station KVOS in Bellingham, rather dras- 
tic changes in programming were introduced which resulted in rather substan- 
tial cost savings to the station. The Buffalo stations experienced a very 
low total expenditure growth rate for broadcasters in U.S. markets of compa- 
rable size. Hence, Bill C-58 necessitated improved cost efficiencies for 
these stations and these in turn resulted in savings that offset the revenue 
losses stemming from Bill C-58. Thus, it would be incorrect to argue that 
the losses presented in Tables 3 to 6 for U.S. border broadcasters reflect, 
even in light of the estimating inaccuracies, the actual net losses for U.S. 
border broadcasters. As we have already stated, these figures represent 
maximum potential losses. 


More realistically, the net U.S. station losses would be a fraction 
of those reported in Tables 3 to 6. In the absence of any specific informa- 
tion on additional adjustments, we suggest that the true net losses are 
probably no more than 20 to 40% of the figures reported in Tables 3 and 6. 

As for the Canadian broadcasters, the estimated repatriated adver- 
tising dollars represent an upper limit to their revenue gains. It is quite 
conceivable that some fraction of the repatriated advertising dollars did 
find their way into other media. It is also possible that because of Bill 
C-58 and the reduction in the efficiency of advertising expenditures on 
Canadian television stations, the total advertising budget growth rates in 
Canada were cut back, and hence part of the repatriation was lost due to a 
slower growth of total advertising expenditures. A third possibility 
exists - that some or perhaps many of the American multi-national corpora- 
tions operating in Canada circumvented Bill C-58 by reducing the advertising 
budgets or the incremental growth rate in the budgets of the Anerican firms. 
By increasing the commitments to U.S. network and perhaps spots advertising, 
these multi-nationals could reach the Canadian audiences via U.S. border 
broadcasters and entirely circumvent Bill C-58. Consequently, the estimates 


presented in Tables 5 and 6 are likely to be the maximum repatriation gains 
experienced by Canadian broadcasters. And while once more we do not have any 
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concrete information on this matter, we would suggest that more realistic 
estimates would be somewhere in the neighbourhood of 50 to /5% of the figures 
resented in Tables 5 and 6. That is, in terms of net revenue gains (pre-tax 
income in terms of Table 6), Canadian broadcasters gained between $6.5 and 
$9.8 million Canadian in 1977, and between $9.3 and $14 million Canadian in 


1978. In after-tax income terms the gains would be between $3.6 and $5.4 
million in 1977 and $5.1 and $7.6 million in 1978. 


Our next task is to provide some cross-checks as to the reliability 
of the various net repatriation estimates presented in Tables 3 to 6. We 
used two rough and ready checks on the net revenue repatriation to Canadian 
broadcasters for 1977. First, we calculated the percentage increases in 
total revenues, total national revenues, and total local revenues for all 
private television stations in Canada in 1975, 1976 and 1977. We then com- 
pared the growth rates for total revenues and total national revenue with the 
corresponding growth rates in nominal GNP in Canada. Total local revenue 
growth rates were compared with the growth rates for nominal consumer 
spending for the comparable years. These comparisons yielded some rather 
interesting ratios. 


For example, the ratio of the growth rates of total net advertising 
revenues to nominal GNP was roughly constant between 1.55 and 1.60 for 1975 
and 1976 growth rates. However, this ratio increased rather dramatically to 
1.9 in 1977. Similarly, the ratio of the growth rates of total national 
advertising revenues to the growth of nominal GNP illustrated a relative 
constancy in 1975 and 1976 in the range of 1.6 to 1.65. But, once again, the 
ratio rose dramatically in 1977 to 2.3. The same pattern was detectable in 
comparing the growth rates of total local advertising revenues to the growth 
rates of nominal consumer spending. 


In view of the general weakness of the Canadian economy in 1977, and 
the fact that advertising expenditures tend to have a high elasticity with 
regards to sales and profit growth -- increasing much more rapidly than sales 
and profits during an economic boom and declining much more rapidly during an 
economic decline -- we would have expected that in 1977 the ratios of the 
growth rates of advertising revenues to the growth in nominal expenditure 
components would have been at least equal to, if not lower than, the values 
in the preceding years. Hence we assumed that, at a minimum, if we simply 
accepted the average ratio for 1975 and 1976, and applied it to 1977, we 
could then derive an adjusted growth rate lower than the actual growth rate 
for total advertising revenues, total national and total local advertising 
revenues. The difference between the adjusted and actual growth figures 
would provide a further measure of the possible net revenue repatriation in 
Canadian dollars for the entire Canadian private broadcasting system. 


As an example of this calculation, the 9.3% growth rate of nominal 
GNP in 1977 was multiplied by the 1.55 ratio to derive an adjusted growth 
rate for total net advertising revenues of 14.6% in 1977. This compared with 
the actual growth rate of 17.4%. The difference of 2.8 percentage points in 
these growth rates could be attributed to the impact of Bill C-58 in 
repatriating advertising revenues from U.S. border broadcasters to private 
Canadian stations. This 2.8% growth difference translated into a $7.6 
million net advertising revenue gain for Canadian stations. 
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Performing similar calculations for national and local advertising 
revenues, we derive repatriation estimates of $8.4 million for national 
revenues and $1.4 million for local revenues. To make these latter two 
figures for 1977 consistent with the total figure of $7.6 million (above) 
would require that network advertising revenues were held back because of 
Bill C-58 and that as a result of a shifting in ad expenditures from network 
to national and perhaps local, Bill C-58 brought about a decline of $2.2 
million in network-placed advertising in Canada in 1977. If one examines the 
pattern of growth rates for network advertising revenues in Canada, this does 
not seem entirely implausible, since there was a rather sharp reduction in 
the growth of network-placed advertising revenues in 1977 (a growth rate of 
6.8%) as compared to a growth rate of 22.9% in 1976. 


Thus, these rather simplistic calculations generate a further 1977 
estimate of repatriation to Canadian broadcasters of $7.6 million. If we 
simply aggregate the national and local gains, the repatriation estimate is 
$9.8 million. It should be pointed out that the year-ends for private broad- 
casters are in August and thus for fiscal year 1977 the private broadcasters 
were Still being affected by the grandfather provisions in Bill C-58. Hence, 
our estimates for 1977 are likely to be biased downwards, not only because of 
the assumptions that we have made but also because the last quarter of 1977 
was excluded from the calculations and in that quarter the grandfather provi- 
Sions had the least impact of any of the quarters in fiscal 1977. As a 
consequence, we would argue that our estimates of between $7.6 and $9.8 
million should be adjusted upwards. The extent of the upward adjustment, 
however, cannot be determined. 


A second rough and ready check was made using the television adver- 
tising growth rates of the major television advertisers in Canada in 1977. 
As we noted earlier, there was a remarkable similarity in the relative move- 
ment of growth rates in television expenditures in Canada and the U.S. by the 
major foreign-controlled companies. Thus, we assumed that in those cases 
where we could observe a rather dramatic departure in the growth rates in 
1977 for the forty major foreign-controlled companies, that Bill C-58 must 
have been one of the factors, and perhaps the most important factor, 
accounting for the discrepancy. Obviously, other factors such as differences 
in the growth rates of sales and profits in the two countries and differences 
in marketing strategies in the absence of Bill C-58 could also have accounted 
for the differences in television advertising growth rates in Canada and the 
ess 


On the basis of this assumption, we selected those companies for 
which the growth rate in television advertising expenditures in Canada 
exceeded the corresponding growth rate in the U.S., and also exceeded 10%, as 
the companies that were affected by Bill C-58 and did repatriate funds fron 
U.S. border broadcasters to the Canadian market. To estimate the repatria- 
tion, we assumed that Bill C-58 was responsible for one-half of the diffe- 
rence between the Canadian and U.S. growth rates, if the U.S. growth rate 
exceeded 10%; or one-half of the difference between the Canadian growth rate 
and 10% if the U.S. growth rate for the company was less than 10%. 


The group of companies that were thus assumed to be affected by Bill] 
C-58 in terms of repatriating advertising expenditures from the U.S. to 
Canada were the following -- General Foods, Bristol-Myers, Kraft, Lever 
Brothers, S.C. Johnson, Ford, McDonald's Beecham, Nestle, Simpsons-Sears, 
Union Carbide, Nabisco, Playtex, American Express, Wrigley, Chrysler, 
Richardson & Merrell and Quaker Oats. 
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Performing the calculations described above generated a repatriation 
' for these companies in gross terms of just over $6.5 million. In addition, 
in glancing over the Canadian companies, we observed rather dramatic changes 
in advertising growth rates between 1976 and 1977, or growth rates that were 
out of line with other companies in the same industries for Labatt, Irwin Toy 
and C.P. We also assumed that in these cases that Bill C-58 resulted in a 
repatriation of advertising expenditures; the estimate was derived by taking 
one-half of the difference between the actual growth rate in 1977 and 10%. 
These calculations generated an additional repatriation for these three 
companies of $1.1 million for a total gross revenue repatriation of about 
$7.6 million for all of the companies involved. In net terms this translates 
into a repatriation of just over $6 million Canadian in 1977. This repatria- 
tion would be primarily for national advertising expenditures and would 
exclude repatriation by smaller companies that would appear under local 
advertising revenues for Canadian broadcasters. This $6 million figure, 
which excludes a large number of foreign-controlled companies as well as 
Canadian-controlled companies, is only $2.4 million below the estimate 
derived using the net advertising revenue figures for all private Canadian 
television stations. 


If instead of identifying only those companies in which the Canadian 
growth rate not only had to be in excess of the U.S. growth rate, but also in 
excess of 10%, we include as well those companies for which the Canadian 
growth rate in television advertising expenditures in 1977 exceeded the 
corresponding growth rate in U.S. television, we expand our list and arrive 
at a gross revenue repatriation, including the three Canadian companies, of 
$9.5 million in 1977 (a net figure of $7.6 million). While the estimates 
based on company advertising expenditures are very tentative, they do seem to 
be consistent with the estimates arrived at using the net revenue figures for 
Canadian television stations and tend to lend some credence to an estimate 
for repatriation in terms of national revenues of somewhere in the order 
of $7.5 to $9 million in 1977. 


Adding to this figure a repatriation of perhaps $1 to $2 million for 
local revenues generates an approximate repatriation of net revenues of 
somewhere between $8.5 and $11 million in 1977. These figures in turn are 
not drastically out of line with the estimates obtained in Tables 4 and 6, 
using Canadian station growth rate assumptions and tax rates in the range of 
40 to 45%. 


Indeed, our previous argument that the figures in Tables 4 and 6 
represent a maximum repatriation to Canadian broadcasters, in light of these 
further calculations, holds. It would appear reasonable that private 
Canadian stations, in total, received a net repatriation of Canadian-placed 
advertising revenues from U.S. border stations of somewhere in the range of 
$9 to $10 million in 1977. For 1978 we have no other basis for comparison 
and thus we would have to argue that the net repatriation is somewhere in the 
range of $12 to $15 million. 


The discussions held with Canadian broadcasters and with agency 
representatives implied that the main beneficiaries of any repatriation of 
advertising dollars to Canada were the five most recently licensed stations 
in Canada; namely, CKVU in Vancouver, CITV in Edmonton, CKND in Winnipeg, 
CKGN and CITY in Toronto. Thus, the figures in Table 7 set out some selected 


data highlighting annual dollar increases in revenues and selected program 
categories for the five stations combined. 


III-15 


Total air time sales in these five stations increased by just under 
$11 million between 1975 and 1976, and just under $14.3 million between 1976 
and 1977, representing a total increase between 1975 and 1977 of $25.2 
million. This total increase over the period 1975 through 1977 compares with 
the estimated net repatriation to Canadian broadcasters in 1977 of between 
$10 and $12 million. If these five stations were the only ones to have bene- 
fited from Bill C-58 and the $9 to $10 million estimate for 1977 is reason- 
able, then it would suggest that Bill C-58 generated a repatriation of 
advertising funds equal to about 40% of the absolute dollar increase in the 
air time sales of these five new stations over the period 19/75 to 1977. As 
is noted below, an examination of the growth rates of air time sales for the 
selected private stations in the major markets, as well as the absolute 
dollar increases in air time sales for the major markets, suggests that these 
five stations were not the only ones to have benefited from Bill C-58. As a 


result, the $9 to $10 million estimate for repatriation of net revenues to 
Canada in 1977 seems to be a fairly reasonable figure. 


Even if the full $9 to $10 million did not accrue to these five 
stations, a rather substantial proportion of this amount must have been 
repatriated. The importance of such incremental repatriated revenues to 
these Canadian stations stands out when one considers the absolute dollar 
increases in operating income over this period. For example, over the 
1975-76 period, operating income at these stations (with the exception of 
CKVU which was not in operation until August 31, 1976), increased by $6.3 
million or 57.5% of the total air time sales increase. In 1976-77, operating 
income rose another $2.5 million or 17.5% of the total dollar increase in air 
time sales. (Qperating income did not rise as rapidly in 1977 as compared to 
1976 because CKVU came on stream in 1977 and new stations generally show a 
dramatic loss in the first few years of operation.) Over the entire 1975- 
1977 period, the operating income for the five stations combined increased by 
$8.8 million or by just under 35% of the total dollar increase in air time 
sales. 


We point out that a rather substantial proportion of this increase in 
operating income over the period 1975 to 1977 can be attributable to the 
additional revenues flowing to these stations because of the repatriation of 
advertising dollars from U.S. border stations. The operating income figures 
and ratios are consistent with the argument that we made in the construction 


of Table 6 that a significant proportion, if not the entire amount, of the 
repatriated net revenues flowed directly into operating income. 


l station CITV is included with the other four in these figures, even 
though the Edmonton market was not losing any advertising revenue to a U.S. 
border market. The rationale is that Canadian advertisers were to some 
extent forced by Bill C-58 to increase their advertising outlays in Canada 
at the expense of their purchases of air time sales in the U.S. They then 
found it worthwhile in a marketing sense to increase their purchases of air 
time sales in the Edmonton market, particularly since Alberta was the most 
rapidly growing province during this period. 
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As for program expenses over this period of time, the five stations 
increased these expenditures by just over $10 million (about 40% of the total 
increase in air time sales) between 1975 and 1977. It seems probable that in 
the absence of additional repatriated revenues that the stations would have 
been forced to curtail their program expenditures in order to turn around 
their profit position and hence there would have been much less than the $10 
million expended on programming. 


An examination of our data regarding the absolute dollar increases in 
air time sales for the private stations in the major Canadian markets, as 
well as the annual rates of growth in air time sales, reveals that some of 
the other stations in the major markets may have also benefited from the 
repatriation of advertising revenues. Although in our interviews spokesmen 
for the CTV affiliates, as well as for CHCH and CFIM, denied that they gained 
from Bill C-58, our analysis seems to suggest otherwise. 


We now compare our estimates, by market, of the net revenues repa- 
triated from U.S. border stations to the Canadian market with the absolute 
dollar increases of air time sales of the five most likely affected stations, 
as well as the two others listed above. In the major Canadian markets we 
Suggest once more that a $10 million estimate for repatriation in 1977 seems 
reasonable. For example, in the Toronto market a $4-$5 million estimate for 
1977 compares with a total increase in national air time sales of about $12 
million and an increase for CITY, CKGN and CHCH of $9.3 million. These 
figures suggest that a more reasonable estimate of repatriation for the 
Toronto market would be in the $2.5 to $3 million range for 1977, somewhat 
below estimates in Table 4. In the Vancouver case, the estimated repatria- 
tion is $4.2 million. According to CKVU officials, a comparison of their 
actual performance to their predicted performance during the first year of 
Operation, as presented in the financial estimates supporting their applica- 
tions for a licence, reveals that Bill C-58 enabled them to earn an addi- 
tional $2 million in revenues. Hence, if we accept this estimate, it would 
suggest that the 1977 net repatriation in the Vancouver market was around $2 
million, rather than the $4.5 million figure provided in Table 4. 


In the Montreal market, the estimated repatriation was in the order 
of about $1.9 million. However, representatives of both CFTM and CFCF denied 
that their stations gained as a result of Bill C-58, but they were unable to 
provide the authors with any conclusive evidence on the subject. A review of 
the absolute dollar increases in air time sales for these two stations, as 
well as of the growth rates in air time sales, implied that by and large the 
officials were correct. Hence, we would argue that repatriation in the 
Montreal market amounted to no more than $500,000 to $600,000 in 1977. In 
the Ottawa market, our estimate of $200,000 of repatriation in 1977 seems to 
correspond with their absolute dollar increases and growth rates in air time 
Sales and thus would appear to be reasonably accurate. 


As for the Winnipeg market, the closing down of station KCND in 
Pembina and the establishment of CKND most likely resulted in the full repa- 
triation of the actual revenues, as well as the incremental growth revenues 
that would have accrued to KCND in the absence of Bill C-58. Thus, the esti- 
mate of repatriation of about $1.9 million to the Winnipeg market appears 
supported by the revenue figures for CKND as well as for the marginal gains 
recorded by CKY. Further, as noted earlier, the newly licensed (1975) 
Edmonton station obviously gained to some extent from Bill C-58. Although 
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there was not a direct repatriation from a corresponding border station to 
this Edmonton station, there was likely a flow of repatriated dollars from 
the other markets through the national advertisers to CITV in Edmonton. In 
light of the revenue gains of CITV since its inception in 1975, it would seem 
plausible to argue that at least $1 million of their gains was the result of 
a repatriation brought about by Bill C-58. 


The latest estimates for the specific markets generate a total repa- 
triation figure ranging between $8 and $8.6 million, roughly $1.5 to $2 
million below our best guess-estimate of $10 million. It is important to 
note that the Canadian station revenue figures concluded with fiscal year 
1977 - or on August 3lst of that year. The estimates provided in Tables 3 to 
6 were based on a full calendar year for 1977. According to the Price 
Waterhouse survey data, just less than 8% of the total Canadian advertising 
revenues on the U.S. border stations in the fourth quarter of 1977 were 
covered by the grandfather clauses. At the same time, the fourth quarter of 
each calendar year is the heaviest advertising period for most stations. 
Hence, these two factors likely resulted in the underestimation of repatria- 
tion of net revenues based on a market by market comparison of between 10 and 
20%. 


Taking the above adjustments into account, a new 1977 estimate of 
repatriation ranges from $8.8 million on the low side to $10.3 million on the 
high side. While these figures present a more accurate measure of the repa- 
triation of net revenues to Canadian broadcasters, they do not take into 
account the possibility that some of these revenue gains may have come about 
by a reallocation of advertising budgets from smaller Canadian markets to the 
major stations in the principal Canadian markets. As a result, there may be 
some upward bias in these estimates as well. Therefore, once more one could 
argue that these repatriation figures represent the upper limit estimates of 
the repatriation of advertising revenues brought about by Bill C-58, at least 
for 977; 


C. Other Impacts of Bill C-58 


(a) Programming and the Cultural Objective 
This study indicates that Bill C-58 did achieve at least in 1977 


and 1978, one of its principal objectives - the redirection of adver- 
tising expenditures from U.S. border broadcasters to Canadian broad- 
casters, particularly to the newly licensed stations. While there 
might be disagreement over the exact dollar amount of repatriation 
and the long-term duration of these flows of funds, it is clear that 
repatriation has in fact occurred. However, there is likely to be 
much more debate over whether Bill C-58 has accomplished its secon- 
dary objective, the so-called cultural objective of increasing 


expenditures on Canadian programming and increasing the quantity of 
Canadian programming available in this country. 


One of the principle arguments raisd by the U.S. border broad- 
casters was that the Bill C-58 would not achieve the cultural objec- 
tive. That is, even if repatriation occurred, the amounts involved 
would be rather trivial as compared to the total advertising revenues 
received by Canadian broadcasters and their rising outlays on the 
expensive syndicated shows imported from the U.S. For example, using 
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the $13.2 million repatriation estimate of net revenues to Canadian 
broadcasters in 1977, as presented in Tables 4 and 6 again keeping in 
mind that this figure may be $3 to $4 million above the actual sum of 
repatriated money - and comparing it to the total air time sales of 
private broadcasters in Canada during 1977, one observes that repa- 
triated revenues comprised under 4% of total advertising revenues in 
1977. If indeed there is an upward bias in the $13.2 million figure, 
and considering the fourth quarter of 1977 year-end impact on repa- 
triation revenues, the actual ratio is likely to be closer to 3%. 
Obviously, repatriated advertising revenues comprised a rather smal] 
proportion of total air time sales in Canada in 1977. 


But the authors have argued that a large proportion of the 
repatriated amount comprises an incremental gain to the operatin 
incomes of the Canadian stations. Once again, the $13.2 million net 
revenue repatriation figure for pre-tax Operating income of all 
private broadcasters in Canada in 1977 represents just over 20% of 
incremental revenues. Using the lower repatriation figures cited 
earlier, the incremental ratio was in the range of 17.5 to 18% in 
1977. Comparing the after-tax incone estimate of $7.2 million in 
1977 (see Table 6) to the total net after-tax profit for all private 
broadcasters in Canada in 1977, the ratio is also in excess of 20%. 
(Adjusted, the ratio would be about 18%.) 


Although as a proportion of total revenues the repatriated 


dollars may seem small, in terms of operating income and after-tax 
profits, the flow of repatriated advertising revenue is rather 
Significant. 


Moreover, when the repatriated dollars are considered against 
the performance of the five newly licensed stations in Canada, one 


concludes (see Table 7) that the turnaround in the profit performance 
of these stations must, to a considerable extent, have been the 


result of the repatriation triggered by Bill C-58. While CITY in 
Toronto would likely have prospered because of its location in a 
growing market, and CKGN was beginning to turn the corner because of 


its ability to improve its ratings, the revenue gains for both 
Stations accelerated in response to Bill C-58. As for the other 


three stations, at this point their survival, in our view, depends 
entirely on Bill C-58 and the repatriated revenues. That is, the 
repatriation effect allows these stations to generate the extra 
required funds needed to purchase and produce programs which poten- 


tially could result in an increase in their ratings in their key 
markets. 


The creation of five new television stations in Canada together 
with the 60% Canadian content rule guarantees an increased volume of 
Canadian programming. Even if ratings are rather dismal at first, 
the increased fragmentation brought about by these new stations will 
also ensure an increase, albeit a marginal one, in the viewing of 
Canadian programs by Canadian viewers. 


While Bill C-58 through its repatriation effects has most likely 
resulted in an increase in the volume of Canadian programming (or at 
least has provided the revenue base to sustain an increased volume of 
Canadian programming) there is still one further dimension related to 
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the cultural objective. This report notes (see Table 7) that there 
was a rather large outflow of funds from Canadian broadcasters to 
Hollywood producers for the purchase of U.S. syndicated programs and 
movies between 1975 and 1977. For example, of the $25.2 million of 
additional air time sales received by the five stations over the 
period 1975 to 1977 (see Table 7) 16.3% ($4.1 million) went into 
domestic programming expenses while over 20% or just under $5.2 
million went towards the purchase of feature films and syndicated 
programs, the majority of which were purchased in the U.S. Total 
program expenses of the five stations increased by 40% ($10 million). 


Our data indicate that several stations spent a rather signifi- 
cant proportion of their additional revenue gains on the purchase of 
syndicated programs and feature films in 1977. According to our 
interviews, the major increases in expenditures for U.S. programs 
occurred for the 1977-1978 and 1978-1979 seasons -- periods not 
covered by our data. Indeed, some rough estimates based on our 
interviews would place the incremental outflow of Canadian purchases 
of U.S. programs for the 1977-78 and 1978-79 series at anywhere 
between $10 and $25 million in total for this two year period. These 
substantial additional outflows represented both a marginal increase 
in the number of American programs purchased, but more importantly, a 
rather sharp increase in the price of these programs. 


Once again, we were informed of increased competition within 
Canada between some of the newly licensed stations and the existing 
stations for U.S. programming. The increased competition for U.S. 
programming by CKGN, CKVU, and CHCH was necessitated and stimulated 
in part because of the additional revenues generated by Bill C-58. 
Thus, it is conceivable that while Bill C-58 did generate a substan- 
tial repatriation of advertising revenues from U.S. border stations 
to Canadian broadcasters, at the same time, because of the intensi- 
fied competition, a substantial proportion of these additional 
revenues flowed back to the U.S. to purchase American programs. 


One must add the caveat that even if the net repatriated reve- 
nues to Canadian broadcasters net out revenue gains adjusted for 
increased u.S. expenses, at zero or close to it, their improved 
ability to compete more effectively for the Canadian audience would 
ensure their long-term financial success. Thus, this short-term 


reflow of funds back to the American market, while it appears to be 
inconsistent with the cultural purpose of Bill C-58, may strengthen 
the Canadian television broadcast industry over time aad Raate the 
additional revenues required to produce higher quality Canadian pro- 
grams There is also the possibility that the increased competition 
or U.S. programs might increase the Canadian costs so dramatically 
that several of the newly licensed Canadian stations will find their 
financial stability threatened. At this point, it is difficult to 
assess which of these two potential long-run scenarios is the most 
realistic. 


As for the actual increases in the costs of American program- 
ming, we were provided with a rather wide range of estimates in our 
interviews. For example, a broadcast industry analyst with a broke- 
rage firm pointed out that U.S. programming costs had increased by 
about 25 to 30% per year since 1974 as compared to about 10% increase 
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per year for Canadian programming costs. Spokesmen for CHCH also 
suggested that U.S. programming costs had more than doubled during 
the previous two years while Canadian programs had increased in price 
by about 15% per year during each of the past three years. Similar 
figures were bandied about by officials for most of the major Cana- 
dian stations -- suggesting average increases of about 40-45% per 
year for U.S. programming during the past two to three years, and 
increases for Canadian programming of between 10 and 25% per year. 


While the sharply higher prices for U.S. prograns were generally 
attributed to the increased competition among Canadian broadcasters, 
particularly in light of the creation of the Global network as well 
as interrelations set up among independent stations in Canada, our 


discussions with Hollywood producers as well as an examination of the 
programming costs incurred by U.S. networks suggested that increased 


competition in Canada played only marginal role in these cost 
increases. According to the U.S. producers of these shows, the 


actual costs of producing new network series had risen about 25 to 
30% per year since 1975. This figure seems to correspond with the 
actual increases recorded by the three U.S. major networks for the 
purchases of the syndicated programs. Add to these U.S. price hikes 
the effects of the devaluation of the Canadian dollar, and one comes 
up with a cost-related increase of about 35 to 40% per year. 
Obviously, additional Canadian competition could only account for a 
small increment in these total cost increases the Canadian stations 
faced. 


On the other hand, the price escalation of U.S. produced 
movies -- not those produced primarily for television -- has been 
rising at about a similar rapid rate in recent years. Here again, 
increased competition in the Canadian market could only have 
accounted for a small proportion of the higher prices paid for U.S. 
produced feature films. These observations then would suggest that 
even if Bill C-58 in effect enabled existing stations in Canada to 
compete more aggressively for U.S. television programs, that this was 


not the principal factor accounting for their much higher prices and 
the rather sharp increases in the outflow of dollars to the U.S. 
producers. 


It should be emphasized that the cost increases for American 
programs referred to are primarily for new series and generally not 
for packages of reruns of past series. Thus, Canadian broadcasters 
could control, to an extent, the cost of American programming by 
judiciously combining purchases of new syndicated programs with old 
line syndicated programs. 


Indeed, when we attempted to obtain some direct estimates of the 
increased cost of American programming using data for CHAN in 
Vancouver, we were struck rather quickly by the complexity of the 
entire exercise. Not only do programs differ in terms of the number 
of original showings and reruns available, but there are also rather 
dramatic price differences between new and old programs, half-hour 
programs for prime time and off prime time, and half-hour and hour 
programs. If one simply takes differences in the total expenditures 
for U.S. programmings from year to year, such calculations will most 
likely not correspond to the actual increase in the average price for 
American progranis. 


(b) 
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Impact on Smaller Canadian TV Markets 


A standard argument raised by both U.S. broadcasters as well as 
advertising agencies in Canada was that Bill C-58 would have two 
detrimental impacts on the Canadian market: 


(1) It would force some companies off television as an advertising 
medium, particularly smaller, Canadian-controlled companies; 
and 


(2) The larger advertisers, faced with sharply higher prices for 
time on television, would cut their market list, eliminating or 
Sharply reducing their expenditures for advertising in smaller 
Canadian television markets. 


With regard to the first possibility, an examination of the data 
for the private Canadian stations and for the combined results in the 
major markets suggests that, with the exception of the Toronto 
market, there does not seem to have been any squeezing out of local] 
placed advertising. Only in the Toronto market did Tocally placed 
advertising revenues decline betwen 1975 and 1977. In all the other 
major markets, the increases in 1976 and 1977 were in line with 
increases in previous years and in some cases there appears to have 
been more buoyant growth to locally placed advertising revenues as 
compared to national revenues. Thus, if a Squeezing out did occur in 
local advertising in the major markets, it is likely to have been 
restricted to the Toronto case. Indeed, in this market, local adver- 
tising has generally accounted for a rather small share of the total 
air time sales, as time availabilities appear to have been tight for 
some time in Toronto and Bill C-58 simply tightened the availabili- 
ties even further. 


In view of the relatively low expenditures on local advertising 
in the Toronto market, and considering the argument that some of the 
smaller markets in Ontario might have found their national adver- 
tising revenues reduced because of Bill C-58, one would have thought 
that there would have been a shift of local advertising from the 
Toronto market to those smaller markets adjacent to Toronto (such as 
Kitchener, London, Guelph, Barrie, Peterborough, etc.) Indeed, our 
data indicate that local revenues in the Ontario market outside 
Toronto did increase in 1977 as compared to a decline in 1976. 
However, the increase of just under 11% was well below the average 
increase for local advertising sales in the entire Canadian market. 
Thus, if there was a shift of local advertising, the shift was rather 
minimal and may have been to another medium. 


There is one further possibility. Perhaps the Ontario market 
for television advertising time is peculiar when compared to markets 
in other areas of Canada and North America. Although we are hard- 
pressed to think of any reasons why such a structural difference 
should exist between the Toronto-Ontario market and other markets in 
North America, this is a possibility. In general, we suggest that 
Bill C-58 repatriation of advertising may have exacerbated the local 
time situation in the Toronto and other Ontario markets. But clearly 
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the relative unimportance of local advertising in Toronto is not the 
result of Bill C-58, but rather is a phenomenon that has been well 
established prior to the introduction and passing of this bill. 


Our data seem to suggest that some local markets were adversely 
affected by Bill C-58. A review of the annual growth rates of 
nationally placed advertising in the major and minor markets in 
Canada sheds light on this particular issue. In 1976 the Manitoba- 
Saskatchewan and Edmonton markets experienced the most rapid growth 
in national advertising revenues. The former was primarily a conse- 
quence of the establishment of the station CKND; while in the Alberta 
case, growth was rapid due to the continued growth of CITV in 
Edmonton. In 1977 the most rapid rates of growth were experienced in 
Alberta and the B.C.-Yukon region - in this latter case, rapid growth 
was associated with the establishment of station CKVU in Vancouver. 

A review of these national advertising revenue growth rates across 
the principal regions of Canada suggests that there has been some 
shift in national advertising from Quebec, the Atlantic Provinces and 
Ontario towards Western Canada. 


But a closer examination of the data in the regional markets 
subdivided by major and minor market areas, indicate that in 1976 and 
1977 the most rapid growth rates occurred in the major markets. Sub- 
stantially lower national advertising growth rates were experienced 
in the minor markets. For example, the growth rate of nationally 
placed advertising in the Toronto market has been well above the 
national average, and generally 2 to 4 times greater than the growth 
rate for the markets outside of Ontario. These relative values 
Suggest that there has been some shift of national advertising expen- 
ditures from the smaller Cnadian markets towards the major Canadian 
markets, in addition to a shift of advertising from Eastern and 
Central Canada to Western provinces. Similar differences among major 
and minor markets and given regions are also apparent for locally 
placed advertising expenditures, but the differences are not as 
dramatic as they are in the national air time sales category. 


In 1976 and 1977 national air time sales was the most rapidly 
growing category of advertising expenditure while network sales 
lagged far behind in 1977. This latter observation suggests that, as 
a result of Bill C-58, there has been a reduction in the relative 
commitments to network advertising. Major advertisers have found it 
necessary to increase their allocations to the private stations in 
the major markets so as to meet their rating point target goals for 
the major markets. Combining these various observations, regional 
implications that seem to have emerged as a consequence of Bill C-58 
are the following: | 


(1) There has been a move, primarily by the major national adver- 
tisers, to reduce their advertising commitments to networks; 


(2) Major advertisers have increased their commitments to the 
private stations in the major markets; 


(3) They have also increased their commitments to the more rapidly 
Growing areas of Canada and to the new stations in these 
markets; and 
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(4) They appear to have cut back their allocations to the smaller 
Canadian markets. 


It appears, then, that part of the advertising revenue gains recorded 
in the major markets by the private stations came at the expense of 
the smaller markets and at the expense of the CTV and perhaps the TVA 
networks. This represents one further reason for suggesting that the 
repatriation estimates provided in this study are maximum or upper 
limit figures, for they do not take into account this shifting amount 
of budgetary allocations by the advertisers. 


The major Canadian losers over this period seem to have been the 
private broadcasters in the smaller Ontario markets. Part of their 
problems, though, can be traced to other factors - such as the crea- 
tion of the Global Network and the licensing of CITY-TV in Toronto. 
The establishment of these stations and the Global Network siphoned 
off advertising revenues that would have entered into the adjacent 
markets, advertising dollars that were aimed to a large extent at the 
audiences in the Hamilton-Toronto-Oshawa area. The only other major 
losers appear to have been the private broadcasters outside of 
Montreal in Quebec and then only in 1977. The magnitude of the 
losses to these stations is hard to measure, but as an indication we 
can point to one Ontario station which, prior to the introduction of 
Bill C-58, recorded an increase in total air time sales of about $1.3 
million in 1976, or 26.6%. In 1977 their air time sales increased by 
just under $20,000, a nominal increase of 0.3%. According to an 
official at the station, this was the first time in six years that 
growth of air time sales had been flat. However, by 1978 their air 
time sales growth rate was back on track and most of the lost 
revenues in 1977 had been made up in 1978. 


Without precise figures for 1977 and with no figures for 1978, 
all we can suggest is that the negative impact was most likely in the 
range of 5 to 15% of the net repatriation of advertising revenues 
from U.S. border stations to the principal Canadian markets. In 
other words, in 1977 the major markets benefited to the extent of 
about $10 million in terms of repatriation with perhaps $0.5 million 
to $1.5 million representing the reallocation of budgetary expendi- 
tures by major national advertisers from the smaller Canadian markets 
to the major markets. It should be added, however, that while the 
national revenues flowing towards the smaller markets were most 
likely adversely affected (perhaps to a lesser extent in 1978) by the 
impact of Bill C-58, these markets could have compensated for the 
revenue moderation by attracting local advertisers more vigorously. 


By and large this seems to have occurred. Indeed, only the 
B.C.-Yukon market outside of Vancouver experienced a sharply lower 
growth rate in local air time sales than the Vancouver market -- but 
this can be entirely accounted for by the establishment and inclusion 
of the first year operations of CKVU. 


Hence, the reallocation of national advertising expenditures by 
the major advertisers in Canada most likely had a bumping down effect 
in terms of forcing broadcasters in smaller Canadian markets to 
attract or more aggressively compete for local advertisers. AS a 


(c) 
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consequence, the financial losses incurred (in most cases there was 
not necessarily an actual decline in the revenues received but rather 
a reduction in the revenue growth rate) are likely to be much smaller 
than what is indicated by an examination restricted to the national 
air time sales of these statios. Thus, while it appears plausible 
that some revenue reallocation has occurred, its effect was partly by 
a mitigated bumping-down effect. 


Price of Advertising Time 


Did Bill C-58 increase the demand for the already tight availa- 
bilities in the major Canadian markets and result in strong pressure 
on prices, forcing many advertisers off the television medium into 
other substitutes? This criticism has been often voiced in Canada, 
even though Bill C-58 was introduced while the Anti-Inflation Program 
was in effect. In theory, the stations could have circumvented the 
AIB program by redefining their time availabilities, by upgrading a 
larger number of their availabilities into the highest price cate- 
gory, and by increasing the use of packages that would effectively 
increase the cost per rating point. It was generally believed that 
once the anti-inflation program was over, that advertising rates on 
Canadian television would increase dramatically. 


Ironically, similar fears were voiced over U.S. advertising 
rates by the U.S. advertising agencies. The fight against higher 
prices and the threats of shifting increasing parts of the adver- 
tising budgets to other media appears to have been quite common 
throughout the U.S., particularly since 1975. 


Indeed, at an Advertising Age seminar in 1976, Arch Knowlton, 
the Director of Media Services of General Foods U.S., called for the 
creation of a fourth network in the U.S. He wanted Hollywood produ- 
cers and others to develop programs that could be fed to a group of 
independently owned TV stations that would co-ordinate their pur- 
chasing and broadcast activities. But the fourth network concept 
tended to fizzle out and as Marvin Zimm, in his article entitled 
“Inflation Isn't Over in T.V. Advertising Rates" (November 6, 1978 
issue of Fortune) stated "Though nobody has exactly kissed and made 
up, the two year tiff between major advertisers and the television 
networks could be said to have ended some time last spring. Peace 
settled over Madison Avenue when the networks began selling time for 
the upcoming fall season and advertisers did not respond with blasts 
On price gouging or with angry talk about the need for a fourth 
network. This lack of rancor signalled that the advertising industry 
had, however grudgingly, accepted a series of rate increases that had 
been steep by any standard." 


Obviously as a bargaining ploy, U.S. advertising agencies and 
national advertisers should not and did not complacently accept any 
increase in the price of advertising time charged by television 
Stations and networks. However, the alternative threat of shifting 
part of the advertising budget to other media, with a few exceptions 
does not appear to have been realized. In an article in the August 
1976 issue of Fortune, Carol Loomis pointed out that "some adver- 
tisers note that their own enthusiasm for moving dollars into alter- 
native media is somewhat greater than that of their agencies." 
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If one examines media advertising cost increases in both Canada 
and the U.S. over the period 1974 to 1978, one will note that the 
increases in television rates on a cost per thousand basis have not 
been out of line with the comparable increases in other media over 
the entire 1974 to 1978 period, and while such costs were sharply 
higher in the 1977-78 period, the increase on radio was even greater. 
Thus, the possibilities of media shifting do not appear to provide 
much financial benefit to the major North American advertisers, since 
the costs of advertising in other media have tended to increase in 
line with the cost on television. Further, the increases in adver- 
tising costs in Canada have been in line with the increases for 
advertising costs in the U.S. over the 1974-78 period and indeed 
during the 1977-78 advertising year. The increases of television 
time have been much lower for spot time in the U.S. than in Canada 
but somewhat higher on the U.S. networks. Hence, while Bill C-58 


might have resulted in additional upward price pressures in televi- 


sion advertising time, the increases do not appear to be out of line 
with the increases in network time in the U.S. 


Review of Other Major Criticisms 


Among the other major criticisms levied against Bill C-58 was 
the view that this bill and the CRITIC policy of permitting increasing 
U.S. television penetration into Canada via cable appear to be incon- 
sistent with one another. This argument took two forms. In one case 
it was argued that Bill C-58 attempted to increase Canadian program- 
ming and perhaps Canadian viewing of such programming. But the 
policy of increasing U.S. television penetration into Canada is 
entirely at odds with this former goal, since it results in an 
increased viewing of Anerican programming. Indeed, the fragmentation 
of the various Canadian markets results in a commensurate decline in 
the viewing of Canadian programming. A second aspect of the argument 
which has been advanced by the U.S. border broadcasters is that Bill 
C-58 was aimed at preventing U.S. border broadcasters from being 
compensated for their services, while at the same time the Canadian 
cable policy permitted the cabe companies to use the services pro- 
vided by these border broadcasters for their own private profit. 


It is clear that the CRTC policy of permitting cable systems to 
bring in U.S. signals into more and more parts of Canada does seem to 
go against the grain of the broadcasting policy of the government. 
Indeed, Mr. Loftus, Director-General of the CRTC, in communications 
with Dr. Neufeld of the Department of Finance, did point out that 
“the commission accepts the incursion of the U.S. signals on Canadian 
cable systems reluctantly." Mr. Loftus added, however, that the CRIC 
was attempting to stop the further increases of U.S. signal penetra- 
tion to Canada and “has commenced to roll] back the number of these 
Signals carried on certain systems. The practical difficulties of 
implementing this policy are formidable. However, as more Canadian 
off-air services are licensed, the need to carry foreign signals 
abates because the bulk of foreign programming is available on Cana- 
dian stations." Obviously, while the CRTC would like to see fewer 
U.S. signals available on cable, they are not about to impose any 
limits in addition to the ones in existence on the amount of U.S. 
programming that can be shown by Canadian broadcasters. 
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While there might have been some mistakes made vis-a-vis cable 
policy in the past, this does not mean that this outcome cannot be 
rectified, and that measures should not be undertaken to increase the 
revenues of Canadian broadcasters to the point where they can afford 
to invest in more and better Canadian programming. In this way Bill 
C-58 can be viewed as a policy measure directed at altering the 
reality of past mistakes. It is simply a matter of reversing, in an 
incremental fashion, past errors of government policy in the area of 


communications. While an inconsistency might be apparent among the 
range of policies it is one that may disappear over time. 


In a similar way, a clear justification exists for other suppor- 
tive policies, such as simultaneous and non-simultaneous program sub- 
stitution and periodic substitution of alternate signals on a cable 
system. Catherine Swinton in her article emphasized that "CATV 
threatens the existing structure of the television broadcasting 
system, which is based on licensing local stations to serve a desig- 
nated community. CATV derogates from the value of the local licence- 
holder's market by importing signals from distant stations. The 
resulting fragmentation of the audience for the local signal reduces 
the attractiveness of the local station for advertisers, especially 
those with a geographically limited market." Accordingly, one could 
argue that these policies are simply attemptig to restore the value 
of local licences and provide added protection for the market served 
by the local licences. Indeed, the FCC policies towards cable in the 
U.S. are predicated on the same type of argument. 


As for the second line of attack, once again it cannot be denied 
that the primary selling feature of cable in the Canadian market is 
the availability of U.S. signals. Indeed, it is likely that the 
extent of cable penetration and the profitability of cable systems 
depend upon access to the U.S. signals. But to be more accurate, it 
is not signals from specific stations per se that are valuable to the 
cable systems, but rather the American (or correctly Holl ywood-New 
York) produced programs which are the critical variable. 


As for the argument that the producers of these programs who 
still hold the copyrights in most cases are not being compensated for 
the additional audience that they reach, the incremental audiences in 
the smaller Canadian markets are rather minimal. In the larger and 
more important Canadian markets the bulk of the American programs 
have already been purchased by Canadian broadcasters, and are hence 
available on Canadian stations. If the producers of the programs 
desire to renegotiate the contracts to take into account the larger 
audiences available to certain Canadian stations because of cable, 
then that is up to them to negotiate with the Canadian broadcasters. 
But offsetting this advantage to the producers is the fact that these 
same programs that are sold to Canadian broadcasters (and in the 
contracts exclusivity in particular markets is granted) are also 
available off-air from the U.S. and on the cable system and hence the 
resulting economic value of the programs to Canadian broadcasters is 
reduced. In a sense Bill C-58 attempts to restore the exclusivity of 
these programs and increase the economic value of the programs 
purchased from U.S. sources. 
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Another response to the argument that the CRTC licenses the 
carriage of U.S. signals on cable systems but at the same time 
prevents the U.S. border broadcasters from obtaining the financial 
compensation for their services has been voiced by Dr. Camu, the 
chairman of the CRTC. In an address to the Canadian Cable Television 
Association convention in Montreal on May 31, 1978, Dr. Camu argued 
“The Commission believes that the legitimate recipients of any direct 
payment made by cable television should be the program creators or 
the owners of the programs. It should be accepted that the process 
of broadcasting itself should not be considered the creative process 
which requires compensation by those retransmitting programs. This 
payment should be extended to foreign creators and owners." 


While there is some merit to Dr. Camu's position, we should 
point out that in the U.S. the Supreme Court has concluded in two 
cases (Fortnightly Corporation vs. United Artists Television Inc. in 
1968 and Teleprompter Corporation vs. Columbia Broadcasting Systems 
Inc. 1974) that cable operators are not liable to pay copyright 
royalties. The majority of the justices in each case based their 
position on the arguinent that cable operators are not broadcasters 
but rather are simply an extension of the viewer's antenna or tele- 
vision set. 


Nevertheless, despite these legal precedents that are at odds 
with the position of Dr. Camu, we believe the matter is one of 
negotiation between Canadian broadcasters and American and Canadian 
producers. 


It has also been frequently argued that Bill C-58 is in effect a 
discriminatory tax against U.S. companies selling services into 
Canada and as a consequence, may be in violation of GATT. The latter 
part of the argument can be dismissed since GATT clearly did not 
concern itself with this subject. Indeed, it is surprising that the 
U.S. border broadcasters have pursued the GATT connection strenuously 
in their appeal before the Section 301 Committee of the Office of the 
Special Representative for Trade Negotiations in the U.S. In addi- 
tion, they have maintained that Bill C-58 is a discriminatory tax and 
as such is covered by the U.S. Trade Act. 


While it is possible to quibble from an economic and a legal 
point of view whether Bill C-58 is analogous to a discriminatory tax 
against U.S. broadcasters, we accept the argument that Bill C-58 is 
somewhat analogous to a tariff of a particular type of service import 
between Canada and the U.S. We base this argument on the observation 
that payments by Canadian companies for advertising time purchased on 
U.S. border broadcasters show up in Canada's national accounts as a 
service import. For this reason then, if Bill C-58 makes it more 
costly to purchase this particular type of service, then it is akin 
to an increased tariff rate on the import of a serivce from the U.S. 


However, since the bulk of viewing in the principal markets in 
Canada is now done via cable rather than off-air, the availability of 
U.S. signals off-air becomes irrelevant in this entire issue. The 


ITI-28 


nature of the service being provided by U.S. border broadcasters is 
advertising time availabilities for Canadian companies. The supposed 


service to viewers is a non-argument for as we have pointed out above 
it is not the signal from any particular U.S. border station that is 

important, but rather the program itself and these programs could be 

imported from any U.S. station. 


The availability of advertising time on U.S. border broadcasters 
has a value in the Canadian market because of an inadequacy of supply 
of time availabilities during the attractive periods, prime times and 
certain seasons of the year, on Canadian broadcast outlets. In 
effect, the restriction of licensing of new stations in Canada has 
provided the true value for the so-called services provided by U.S. 
border broadcasters. 


In the Toronto market as an example, if there were more than the 
four major private broadcasters licensed to operate, then the 
audience share of the Buffalo stations, particularly if both simulta- 
neous and non-simultaneous program substitution continued, would be 
rather minimal during the most attractive viewing periods. The so- 
called value of Buffalo services would be a fraction of what they 
were prior to the imposition of Bill C-58. With seven, eight or even 
nine Canadian stations licensed to operate in the Toronto market, the 
Buffalo stations' viewing share would likely be below the threshold 
level necessary to justify purchase of time by the major national 
Canadian advertisers. Hence, since it is to a large extent the 
result of the inadequacy or ineffectiveness of the Government of 
Canada (and the CRTC) policy vis-a-vis licensing of new stations in 
the major Canadian markets that has provided a value for the time 
availabilities of U.S. border broadcasters, then as the major Cana- 
dian markets become more mature, U.S. border broadcasters cannot 


complain if the Canadian government adopts measures to increase the 
revenues available in such markets so as to be able to license more 


Canadian stations in these particular markets. 


It is possible to adopt the infant industry argument in this 
particular case, and suggest that the tariff wall imposed by Bill 
C-58 is necessary to provide the advertising revenue flow required to 
ensure the financial feasibility of an increasing number of Canadian 
broadcasers in the major markets. Over time, as more of these 
stations are licensed and as other measures are introduced, then as 
more Canadian stations begin to operate in the major markets, the 
value of the so-called services provided by the U.S. border broad- 
casters will diminish. In light of the fact that many individuals 
whom we interviewed conceded that the financial viability of CITY and 
CKVU was to a large extent dependent upon Bill C-58, it adds support 
to the infant industry argument for Bill C-58. 


If_new stations are not licensed in the major Canadian markets, 
it_is then reasonabe to argue that over the Tong term the main losers 
aS a consequence of Bill C-58 will be Canadian advertisers who may 
find the efficiency of their advertising expenditures on the televi- 
sion medium reduced. U.S. border broadcasters, on the other hand, 
Should be able to find new advertisers on the Anerican side of the 
border to.fill in the gaps opened up by Bill C-58 and other policies. 
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Hence by attracting companies that previously did not advertise on 
the television medium, U.S. border broadcasters should be able, over 
time, to have sufficiently increased the size of the American market 
so as to have incurred only short-term revenue losses. 


Some may argue that in the case of station KVOS, it will be 
impossible to attract sufficient new American advertiers to compen- 
sate for the lost revenues from Vancouver-Victoria. But shouldn't a 
station's viability depend upon its own national market for which it 
was licensed to serve? Station KVOS incurred risks in its type of 
Operation. Indeed, it should have considered the possibility that 
Government of Canada policy would change and that the change could be 
detrimental to the operations of KVOS. If they guessed wrong as to 
when there would be a change in Government of Canada policies in the 
communications area, then this simply reflects a risk they undertook. 


One cannot expect the Government of Canada to compensate them for 
mistakes in judgment. 


We have dealt to some extent with an argument that as a result 
of Bill C-58 smaller Canadian companies would be squeezed out of the 
television advertising market in Canada. Another aspect to this 
argument is the ability of multi-national corporations to shift their 
advertising budgets from the Canadian subsidiaries to U.S. parent 
companies in order to circumvent Bill C-58. There is an intriguing 
element to this particular argument. If in fact it is correct, then 
it appears to be inconsistent with the claims made by the same adver- 
tising agencies and U.S. border broadcasters that the introduction of 
Bill C-58 would result in a rather dramatic increase in demand for 
the already tight time availabilities on Canadian stations. Either 
the multi-national corporations did shift their budgets, thus leaving 
a rather small impact on the incremental shifting of demand by Cana- 
dian companies from U.S. border stations to Canadian stations, or 
they did not shift their budgets and the rather substantial shifts in 
demand did occur. Both reactions could not have occurred simul ta- 
neously. 


In our interviews we were provided with conflicting views on 
whether or not multi-national corporations did attempt to circumvent 
Bill C-58 in this manner. Several individuals stated that, in fact, 
they knew of many companies that had reallocated their advertising 
budgets to get around Bill C-58. On the other hand, several said 
they were not aware of any companies undertaking such actions. It is 
conceivable that in most cases where reallocation of advertising 
budgets did take place it more likely reflected the fact that the 
U.S. dollar value of Canadian-generated profits decreased as a conse- 
quence of the sharp devaluation of the dollar in 1977 and 1978. 

Since it is standard practice to tie advertising budgets to sales and 
profits, the reduction in the U.S. dollar value of the profits of the 
Canadian operations might have been accompanied by a decrease in 
their advertising outlays as well. 


As for the possibility that multi-nationals shifted their 
allocations strictly to circumvent Bill C-58, the data that are 
available for 1977 in terms of the increases in spot advertising in 
the U.S. do not provide support for this position. As for purchasing 
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spot time in the prime access periods of 7 to 8 p.m., while there 
might be some scope for this type of move, in our interviews with 
U.S. border broadcasters we did not detect that they had experienced 
any strong demand pressures from the American side from advertisers 
for the time availabilities during the prime access periods. In 
light of the growth rate in spot advertising revenues for the Buffalo 
and the Burlington-Plattsburgh stations, we would tend to suggest 
that if there has been a shifting around of the advertising budgets 
by the multi-national corporations in order to get around the impact 
of Bill C-58, the amounts involved have been rather small. 


Another argument that has been put forth has been that if one 
compares the cost per half-hour or hour for a Canadian broadcaster 
purchasing a major American series and the cost per half-hour or hour 
for the U.S. networks, the differences are rather dramatic and hence 
the U.S. networks have been subsidizing Canadian stations in their 

urchase of U.S. programs. This argument is rather ludicrous, since 
one Cannot compare a purchase by a single Canadian station to that of 
a major U.S. network. The U.S. network is purchasing the program on 
behalf of a large number of affiliates across the U.S. with a total 
audience many times the size of the single Canadian broadcast entity. 
A more reasonable comparison would be between the purchase by a U.S. 
TV station and the price paid by a Canadian station operating in a 
market of comparable size and degree of competition. 


Given that the incremental program sales made in Canada tend to 
be rather attractive for U.S. companies, one cannot then argue that 
Canadian consumers are indeed being subsidized. In fact, if the 
Canadian government implemented a policy aimed at reducing the 
imports of these so-called subsidized American products, there would 
be quite an uproar in the U.S. by the companies producing these 
products. Such actions by themselves would demonstrate that there is 
no subsidy involved in the program sales to Canadians. 


Finally, there is the argument made by the Advertising Associa- 
tion of British Columbia that Bill C-58 together with commercial 
deletion exemplify a policy of attempting to legislate Canadian 
culture. The fears expressed in a brief by this Association were 
that it logically follows that further restrictive measures would be 
introduced, such as restriction on reading materials, etc. Accor- 
dingly the Advertising Association of British Columbia would prefer 
to allow the market to determine what is good and what is bad and let 
individuals make their own private choices. 


To counter this particular position, we cite rather extensively 
from Catherine Swinton's article: 


"What begins to emerge from discussions about the free 
flow of broadcasting is the realization that most 

states -- open or closed, developing or developed -- fear 
that the flow of broadcasting will be in only one 
direction, that is, from the United States to other 
nations ... Since the United States is the most tech- 
nologically advanced state in television broadcasting and 
already by far the largest exporter of television 
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programming, the United States appears to be the prime 
beneficiary of free flow of information ... The adver- 
tisers concerned with high ratings demand programs with 
wide appeal. Other states may wish to aim programming at 
more than the lowest common denominator out of a desire to 
reach various minority audiences, or they may prefer a 
portrayal of different values. Furthermore, they may wish 
to avoid the commercial model of broadcasting altogether, 
for fear that the market for local products will be 
endangered by multi-national corporations advertising 
internationally, or that development plans will be 
jeopardized, or because it is national policy not to have 
commercial broadcasting. What is emerging in discussions 
of broadcasting in the international sphere is the 
recognition of the need for some state role in regulating 
signals that cross its borders. Various international 
bodies discussing telecommunications, particularly the 
working group on direct broadcast satellites of the U.N. 
committee on the peaceful uses of outer space, UNESCO, and 
International Telecommunications Union, have expressed 
their support for a system of ‘prior consent' fron states. 
According to this principle, a state must consent in 
advance to programs broadcast into its territory from 
another state." 


(e) Evaluation of Policy Alternatives 


Any comprehensive policy review by either the Department of 


Communications or the CRTC in light of the findings and other 
comments made in our study should keep in mind the following critical 
factors. 


(1) 


The three major networks play a dominant role in the broadcast 
industry in the U.S. Their size and market power enable then to 
set the tone for programming, not only in the U.S. but inter- 
nationally. To a large extent, the U.S. affiliates are more 
dependent upon the networks than is the reverse. This compares 
to the case in Canada where we have one private national network 
and two regional networks, one English and one French. With the 
exception of the Global regional network, in the other two cases 
the member stations effectively control the operations of the 
networks and the networks exist only because of the member inde- 
pendent stations. In terms of relative size and importance, the 
networks in Canada do not come anywhere near to matching the 
dominance of the networks in the U.S. 


The total net advertising revenues received by both private and 
public broadcasters in Canada in 1977 amounted to just over 
$375.5 million. In 1977 Procter and Gamble alone invested 
nearly a comparable amount for network and spot advertising in 
the U.S. marekt. Indeed, the revenues received by the networks 
and independent TV stations in the U.S. in 1977 were approxi- 
mately 14 times the amount received (ignoring the difference in 
the value of the Canadian-U.S. dollar) by the entire broadcast 
industry in Canada. At the same time the amount of independent 
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programming produced in Canada and the U.S. was well below this 
14 to 1 ratio. Even if one includes the government contribu- 
tions to the CBC, and this would in turn increase the total 
operating revenues received in the broadcasting industry in 
Canada to approximately $750 million and thus reduce the revenue 
ratio to about 7 to 1, the programming ratio would still be less 
than 7 to 1. In the U.S., independent stations need to produce 


their own programming for no more than 20% of the total viewing 
hours, whereas in Canada each station must have Canadian content 


amounting to 60% of the total viewing time. 


The cost per half-hour or hour of U.S. programs for the Canadian 
broadcaster is only a fraction of the cost per half-hour or hour 
of a program produced by the broadcaster in Canada. The costs 
compared to a program produced in Canada and syndicated across 
Canada are more comparable. However, the audience share of 
American programs tends to be well in excess of the audience 
share of the most attractive Canadian programs and in terms of 
revenue per dollar cost outlay, the Anerican programs are much 
more profitable for Canadian broadcasters than are Canadian 
programs. These differences in cost, audience and revenues 
between Canadian and U.S.-produced programs will likely persist 
well into the future. 


The repatriation of advertising revenues brought about by Bill 
C-58 was to a large extent the result of many multi-national 
corporations desiring to behave as good corporate citizens. In 
other words, the tax and revenue effects for the multi-national 
corporations were less important than the public relations or 
moral suasion aspects of the bill. This fact is important to 
consider when implementing future policies that will have some 
impact on the behaviour of multi-national corporations. This 
suggests that over time, at least with regard to Bill C-58, more 
and more multi-national corporations will be disappointed over 
the time availability problem in major markets. It is likely 
that they will redirect an increasing share of their advertising 
budgets back towards U.S. border broadcasters if these broad- 
casters restore their competitive position and/or continue to 


have attractive time availabilities. Indeed, in our opinion, at 
the present time most U.S. border broadcasters have fully 
restored their competitive position in light of the cost factor 
built in by Bill C-58 and the devaluation of the Canadian 
dollar. The soft U.S. market has resulted in prices of spot 
time falling relative to Canadian costs sufficiently over the 


ast two years to offset the impacts of Bill C-58 and the 
Canadian dollar devaluation. 


Our estimates of the repatriation of net revenues from U.S. 
border broadcasters to Canadian broadcasters for 1977 and 1978 
are likely to continue increasing for the next year or two. 

That is, the possible net repatriation in 1979 and 1980 will be 
in excess of the $12 to $15 million estimate for 1978. However, 
beyond 1980 as U.S. border broadcasters’ competitive position 
continues to improve, and the good corporate citizen impact 


begins to wear off, in the absence of any new policy initiatives 
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it_is likely that there will be a renewed flow of advertising 
revenues to U.S. border broadcasters. Indeed, this renewed flow 
may have commenced already. At least this is the impression 
provided to us in our interviews with several U.S. border broad- 
casters. What we are suggesting is that this flow will continue 
in relative terms beyond 1979 or 1980 and U.S. border broad- 
casters will once again become an important medium for Canadian 
companies desiring to use the television in their marketing 
efforts. Hence, we would argue that the maximum long-term 
popes repatriation will likely be no more than $17 to $20 
million. 


(6) As of 1977, the last year for which we had data available on the 
Operations of the private broadcasters, it did not appear that 
the repatriated advertising revenues resulted in a major 
increase in budget allocations for Canadian programming although 
there was evidence of increases in Canadian and foreign program- 
ming. But we add the proviso that at least CITY and CKVU are 
still in operation because of the availability of revenues 
brought about by Bill C-58, and that in the absence of this 
bill, these stations would not likely be in operation and their 
Canadian programming would not be available. 


With the above comments in mind, we will now proceed to briefly 
point out and evaluate the major policy alternatives that have been 
recommended to us both in our interviews and in the various corres- 
pondence made available to us. From the U.S. side there were three 
major suggestions aside from revoking Bill C-58. They were: 


(1) the establishment of Canadian subsidiaries of U.S. border broad- 
casters along the lines of KVOS-B.C. Limited, with half of the 
Canadian-generated revenues being funneled through the subsi- 
diaries and thus being subject to Canadian income taxes; 


(2) a certain proportion of the Canadian-generated revenues would be 
allocated to a production fund that would be either managed and 
operated by the U.S. border broadcasters or managed and operated 
in conjunction with Canadian production interests or perhaps by 
the Canadian government; 


(3) signals from U.S. stations should be eliminated entirely from 
cable systems in Canada. In this way the quantity of American 
programs shown on Canadian stations would be reduced drama- 

Tel Calas 


On the Canadian side, the three major suggestions that have been 
put forth have been restoration of commercial deletion on a larger 
scale, the addition of non-simultaneous program substitution, and the 
replacement of the present Canadian content rules by one in which a 
certain proportion of the total revenues of a station would be 
devoted to Canadian programming. 


We will not comment on the suggestion that U.S. programs be 
eliminated on cable and that the Canadian content be increased for 
Canadian broadcasters, since we believe that this particular proposal 
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lies well outside the terms of reference of our study. As for the 
other two suggestions made by U.S. border broadcasters, we will deal 
with the tax proposal first since the points that we will make with 
regard to this particular proposal can be applied as well to the 
production fund scheme. Using the data in Table 6, and ignoring the 
various qualifications discussed above, we note that the net gains to 
Canadians -- broadcasters, agencies and government -- in 1977 and 
1978 as a result of Bill C-58 were $15 million and $21.8 million 
respectively. If one starts with the non-Bill C-58 values for 1977 
and 1978 in our tables and adjusts the U.S. broadcaster figures as 
well as Canadian agency and U.S. and Canadian government figures for 
this particular tax proposal, then the position of Canadian adver- 
tisers would remain unchanged; however, the distribution of their 
taxes between Canadian and U.S. governments would alter. 


The position of the Canadian agencies would remain unaltered and 
hence what we would get would be a gain to the Canadian government of 
an additional $3.8 million in revenues, a corresponding loss to the 
U.S. government in 1977, and an additional gain to the Canadian 
government in 1978 of about $4.4 million. These net gains resulting 
from the tax proposal put forth by U.S. border stations would be 
roughly $11 million and $17 million less than the total net gains 
incurred as a result of Bill C-58 and estimated by us. 


Even if one adjusts downwards our estimates of the net gains 


stemming from Bill C-58, the U.S. broadcasters’ tax proposals would 


still result in only a fraction of the net gains accruing to Canada. 
Moreover, all the gains would accrue to the Canadian government and 


this would necessitate some additional transfer of funds, either 
through alterations in tax rates or other potential write-offs to 
Canadian broadcasters in order to transfer the funds from the 
Canadian government to the broadcasters. With Bill C-58, although 
the Canadian government is a beneficiary, the broadcasters themselves 
also have gained directly. 


As for the production proposal of the U.S. border broadcasters, 
once more using the data in Table 6, it is not likely that the 
broadcasters would have desired to funnel more than 40 to 50% of 
their pre-tax income into such a venture. This would suggest an 
infusion of funds in the order of about $12 million in 1977 and $14 
million in 1978 at a maximum. More realistic figures would be in the 
range of perhaps $6 to $8 million in both years. 


While these funds could be used directly for the production of 
Canadian programs, it is interesting to note that U.S. border broad- 


casters have repeatedly argued that the net revenues repatriated as 
the result of Bill C-58 were rather inconsequential in the overal] 
scheme of things and that they would be inadequate to finance more 
than one or two full year one-half or one-hour series for Canadian 


television. Thus the border stations are critical of the relatively 
small amount of repatriated funds, but U.S. broadcasters are willing 
to transfer an equally small amount into direct production facilities 
and yet argue that these funds will contribue significantly to the 
further development of a Canadian television programming production 


industry. Here again it is a case of providing two inconsistent 
arguments. 
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Ignoring this particular inconsistency in the position of the 
U.S. border broadcasters, the net inflows into Canada resulting from 
this measure would once more be less than the net gains currently 
being received as the result of Bill C-58. While the amounts that 
would flow directly into production might be larger than the amounts 
currently flowing into production, this ignores the fact that in the 
absence of Bill C-58 two stations in Canada might no longer be in 
Operation. If one includes their total expenditures on Canadian 
programming together with the incremental expenditures on Canadian 
programming resulting from the additional flow of revenues to Cana- 
dian stations as a result of Bill C-58, the net increase in expendi- 
tures on Canadian programming is likely to have been somewhat in 
excess of the amounts that U.S. border broadcasters are willing to 

ut into a Canadian production fund. Consequently, while both 

schemes may Superficially appear to be attractive, they fall short 
both in terms of the net dollar gains to Canadians and in terms of 
the net flow of funds directly into Canadian programning. 


As for the proposals put forth by Canadian broadcasters, here we 
will not comment on the extension of commercial deletion since once 
more we believe this to be beyond the terms of reference of our 


study. As for the policy of incorporating non-simultaneous broadcast 
substitution in conjunction with a current policy of simultaneous 
program substitution, we believe that this policy should be pursued 
in order to protect exclusive rights to American SEE ue urchased 
by Canadian stations and at the same time limit the fragmentation 
effects of cable and U.S. signals into Canada. Such a policy would 


be an adequate supplement or, perhaps more correctly, a complement to 
Bill C-58. 


As for eliminating Canadian content rules entirely and replacing 
them with a revenue proportions rule, here we suggest that the regu- 
Tatory problems would be immense and that there would be extreme 
financial difficulties encountered by the smaller or newer stations 
in Canada. In our earlier discussion of the distribution of expendi- 
tures by different expense categories across the private stations in 
the major markets, we noted that there were rather dramatic diffe- 
rences in the proportions allocated to programming, technical, admi- 
nistrative and sales categories and that within the programming 
category there were sharp differences in the proportions devoted to 
Canadian and non-Canadian sources of programming. Given these rather 
large differences across stations and the difficulties that might 
arise from the classification of technical expenditures, we could 
foresee a whole host of problems arising even if the transition 
period to this new type of policy were 10 to 15 years because of the 
difficulties of choosing a target level for this ratio and monitoring 
of the expenses that could be included for the production of Canadian 
programs. 


While such a proposal has some merit in that some stations might 
devote their funds to perhaps higher quality programs rather than 
replicating at lowest possible cost American type shows, there is 
also the possibility that as a consequence of these types of activi- 
ties there would be a greater demand for U.S. programming to fill the 
schedule, and as a result, a much larger number of second, third and 
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fourth-run U.S. syndicated series would be purchased. Thus, what we 
would likely get would be a substitution of low-cost U.S. reruns for 
low-cost imitations of U.S. programs that were produced in Canada. 
Some modification of the Canadian content rules to take into account 
a revenue proportion adjustment we believe is worthwhile pursuing, 
although we point out at this time that the selection of an appro- 
priate ratio might be quite difficult and might generate some rather 
difficult monitoring or regulatory problems. 


We conclude by making a suggestion that the policy adopted in 
the Ottawa-Watertown case of substituting an alternate U.S. signal on 
cable should be considered more seriously by the Department of Commu- 
nications and the CRIC for larger scale application. A principal 
complaint of U.S. border broadcasters is that their signals are being 
used by cable systems for the private benefit of these systems and 
that Bill C-58 is preventing them from receiving remuneration for the 
so-called services they are providing to Canadian viewers via the 
cable system. As we pointed out above, the American programs them- 
selves are critical in this particular case. Moreover, since the 
transmission via cable of these programs is extending the audience of 
U.S. stations beyond their licensed areas and beyond the areas in 
which they are available off-air, these are external benefits that 
can be, we believe, legally affected by policies within Canada. 


Hence we would suggest, using Toronto as an example, that 
instead of putting the Buffalo television signals on cable systems in 
the Toronto or Southwestern Ontario market, the signals should be 
brought in from perhaps Chicago or New York (to avoid the time zone 
problems) and that in turn New York broadcasters could be exempt from 
Bill C-58. In this type of situation, the additional audiences inade 
available to New York stations would be small in comparison to their 
major markets and at the same time their costs for advertising time 
would be non-competitive with the costs in the Toronto market. In 
addition, the New York market is well developed in terms of local 
advertisers and hence there would be few if any time availabilities 
there for Canadian advertisers. 


Such a move does run the risk that there might be a reallocation 
of budgetary expenditures by multi-national corporations to generate 
the spillover benefit into the Southwestern Ontario market; however, 
we doubt, given the good corporate citizens aspect of the operations 
of multi-national corporations and the possibility of working on this 
in the future, that there would be any massive reallocation 
occurring. 


The Buffalo stations as well would be exmpt from Bill C-58, 
however, they would find that they would no longer be an attractive 
medium for Canadian advertisers since, as we pointed out above, the 
bulk of viewing is via cable and not off-air in the Toronto market. 
In this situation, the Buffalo stations could not rightfully argue 
that their services are being pirated and they are not being offered 
any chance for compensation for these services. Thus we would 


suggest that if Bill C-58 is ever repealed, a policy of leapfrogging 
U.S. border stations and importing signals from more distant but 
larger American markets would be a viable substitute, together with 
the introduction of non-simultaneous program substitution. 
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TABLE 1 


CANADIAN PLACED ADVERTISING REVENUES ON 
BORDER TV STATIONS, ALTERNATIVE ESTIMATES, 1975 - 1978 


1975 1976 1977 1978 

Total Canadian enuea $18,885,088 16,781,230 9,175,291 

Net Canadian Revenues 14,052,665 12,349,303 6,133,273 

KVOS (TV) Revenies 7,421,920 6,542,454 4,113,463 3,153,000 
KVOS(TV) Net Revenues 6,113,865 5,629,881 3,978,290 2,174,000 
Buffalo 9,300,000 ©) 3,700,000”? 
Bellingham 7,000,000 3,500,000 

Other 4,700,000 1,000,000 

Total Canadian Revenues 21,000,000 8,200,000 


NOTE: Net revenues exclude agency commissions and sales representative commissions 
paid out in Canada. 


SOURCES: (1) Price Waterhouse & Co.; Survey of Canadian Advertising Financial Data 
(10 Reporting Stations), February 3, 1978. 


(2) Wometco Enterprises Inc.; written information prepared for authors. 
(3) Howard Turetsky; Faulkner, Dawkins & Sullivan, April 17, 1975. 
(4) David Mulcaster, CRIC; estimates provided to the D.O.C. 
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TABLE. 5 


ESTIMATES OF WINNERS AND LOSERS 
AS A RESULT OF BILL C-58, 
1977 AND 1978 
(Millions of U. S. Dollars) 


Without C-58 With C-58 Gains/Losses 
1975 1977 1978 1977 1978 1977 1978 
Canadian Advertisers 
Ad. expenditures 921.5 29.7 32.6 25.9 27 33 
Tax Savings (Cdn.) Seed 13.4 14,7 9.6 9.4 
Net Cost 11.8 16.3 17.9 Ges 17.9 0.0 0.0 
U. S. Broadcasters 
Air time sales iy No) 29.7 32.6 £035 6.5 -19.2 -26.1 
Commissions a thes! BIE) 685. Zor 1.3 
Pre-tax income Lie 23.8 26.1 8.4 Boe -15.4 -20.9 
Tax (Cdn-~) 12 L38 1.9 0.6 0.4 
Taxi). 4S.) 6.5 8.9 9.8 B\5P 19 
After-tax income 9.5 isha Ib 14.4 4.6 -8.5 -11.5 
Canadian Agencies 
Commissions ees 5.9 6.5 Big 74 535 -0.7 -1.0 
Tax (Cdn.) 1.9 ae 2.9 2.3 23 
After-tax income 2.4 Sere 3.6 259 58) -0.3 -0.6 
Canadian Broadcasters 
Air time sales LS 4 20.8 5G 20.8 
Commissions syaal teres 
Pre-tax income yd 3} 16.6 2h 16.6 
Tax. (Cdn...) 5.5 Pigs) 
After-tax income 6.8 alk 6.8 9.1 


NOTE: These figures utilize series C growth rate assumptions, a 45% average tax rate 
for both countries, and 20% commission payments based on gross revenue. For 
1977, 55% of Canadian placed expenditures on border stations were covered by a 
grandfather clause and thus were exempt from Bill C-58. Since one-half of KVOS 
revenues are taxable to Canada, the U. S. broadcasters in this table show 
estimated tax payments to Canada. 


TABLE 6 


ESTIMATES OF WINNERS AND LOSERS 
AS A RESULT OF BILL C-58, 
1977 AND 1978 
(Millions of Canadian Dollars) 


Without C-58 With C-58 Gains/Losses 
1975 1977 1978 1977 1978 Lgo77 1978 
Canadian Advertisers 
Ad. expenditures S220 31.6 36.5 21.2 30.5 
Tax Savings (Cdn.) 9.9 14.3 16.5 10c2 10.4 
Net Cost ees L733 20.0 1 ay Pos 20.1 0.0 0.0 
U. S. Broadcasters 
Air time sales 22.0 31.6 36.5 iba bay Tee -20.4 -29.2 
Commissions 4.4 6.3 WS: Deve. 1.5 
Pre-tax income 17.6 253 292 9.0 5.8 -16.3 -23.4 
Tax (Cdn. ) 2 1.9 2k 0.6 0.4 
Tax (.S.) 6.7 9.5 11.0 3.4 Zee 
After-tax income 9.7 13.9 16.1 5.0 hess -8.9 -12.8 
Canadian Agencies 
Commissions 4.4 6.3 TRAE 574 6.2 -0.9 -1.2 
Tax (Cdn. ) 1.9 2.9 slay? 2.4 hee 
After-tax income Ze 3)5/4 Al 3.0 Sh fA -0.4 -0.7 
Canadian Broadcasters 
Air time sales ING 5 74 Zone 16.2 232 
Commissions Sle 4.6 
Pre-tax income 13.0 18.6 13.0 18.6 
Tax (Cdn. ) 5.8 8.4 
After-tax income at 10), 72 dite. 10.2 
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MONTREAL 
Day time 
Prime time 
TORONTO 
Day time 
Primetime 
VANCOUVER 
Daytime 
Primetime 
COMBINED 
Daytime 
Prime time 


TABLE 8 


SIMULCAST, 
WINTER 1977 AND FALL 1977, 
COMBINED MAJOR MARKETS 


HOURS OF SIMULTANEOUS 
PROGRAM SUBSTITUTION 
(REGULAR PROGRAMS) 


PER WEEK 
WINTER/77 FALL/ 77 
520 520 
8.5 10.0 
13.5 15.0 
38.75 26.25 
21.50 25.50 
60.25 5 ies 
5.0 L720 
16.0 1525 
21.0 32.5 
48.75 48.25 
46.00 51.00 
94.75 99.25 


NUMBER OF PROGRAMS 
PER WEEK 


WINTER/77 FALL/77 


1 A 
10 uu 
ll 12 
9 6 
27 30 
36 36 

2 5) 
19 20 
ZA 25 
12 12 
56 61 
68 a3 


SOURCE; Study prepared for Department of Communications by Media Stats Inc. 


TABLE 9 


SIMULCAST, 
WINTER 1977 AND FALL 1977, 
TORONTO MARKET 


HOURS OF SIMULTANEOUS 
PROGRAM SUBSTITUTION 


(REGULAR PROGRAMS ) NUMBER OF PROGRAMS 
PER WEEK PER WEEK 
WINTER/ 77 FALL/ 77 WINTER/77 FALL/77 
CBLT 
Day time 23 - 1 - 
Primetime 5 1.0 3 2 
4. 250 4 2 
CFTO-TV 
Day time 10.0 10.0 2 2 
Primetime 5.0 6.0 5 6 
15.0 16.0 7 8 
CHCH-TV 
Day time 13.75 8.75 3 Pe 
Primetime 11.0 7.50 22 _8 
24.75 16.25 15 10 
CLITY-TV 
Day time 10.0 iS 2 2 
Primetime = 3.0 = 1 
10.0 10.5 2 3 
CKGN-TV (GLOBAL) 
Daytime ree) - 1 ~ 
Primetime 4.0 8.0 FF aS 
61 8.0 8 13 
COMBINED 
Daytime 38.75 2625 9 6 
Primetime 21.50 PRS) SEXO) aye 30 
60.25 See 36 36 


SOURCE: See Table 8. 


TABLE 10 


SIMULCAST, 
WINTER 1977 AND FALL 1977, 
VANCOUVER MARKET 


HOURS OF SIMULTANEOUS 
PROGRAM SUBSTITUTION 


(REGULAR PROGRAMS) NUMBER OF PROGRAMS 
PER WEEK PER WEEK 
WINTER/77 FALL/77 WINTER/77 FALL/77 
CBUT 
Primetime eS) 1.0 3, Z 
4.0 1.0 4 Z 
CHAN-TV 
Daytime = 5.0 - 1 
Primetime 7.0 7.0 7 ed 
7.0 12.0 7 8 
CKVU-TV 
Daytime 232 12.0 1 4 
Primetime 7.5 7-3 29) Bish 
10.0 Ne eS) 10 15 
CHEK-TV 
Not included as 
simulcasting has an 
irregular pattem 
COMBINED 
Daytime 5.0 17.0 2 5 
Primetime 16.0 se) S19, 20 
21.0 3239 21 25 


SOURCE: See Table 8 


TABLE i]. 


RATINGS IMPACT OF SIMULCAST 
MAJOR MARKETS 


FALL 1977 
Weekly Hours Simulcast Simulcast Rating 
(Average as a Proportion of 

Oct. 31 =sNov.. 20 eo Published Rating 

Day Time (hrs.) Prime Time Day Time (%) Prime Time 
CHAN a Ts3 a0 58 
CKVU 2S 1053 78 58 
CITV ae 8.3 28 25 
CFRN 5) aes 8 13 
CFCN s Sue 3 16 
CFAC 5 aoe 54 18 
CKY - 4.3 15 
CKND - oon - 20 
CKGN - a.o 43 
CITY S! 3 100 45 
CFTO 10 8 30 30 
CHCH B27 Ucn! 26 26 
CJOH S) 607 7 4 
CFTM 
CFCF 5 8 20 11 
CBC STATIONS 
CBMT - Montreal 0.8 19 
CBOT - Ottawa 0.8 i 
CBLT - Toronto 0.8 37 
CBWI - Winnipeg 0.8 2 
CBUT - Vancouver 0.8 49 


SOURCE: Study prepared by the Radio-TV Development Branch, CRIC, February, 1978. 


PROPORTION OF PRIME-TIME SHOWS (SUNDAY-SATURDAY, 7:00-11:00 P.M.) 


TABLE 12 


ON THREE BUFFALO TV STATIONS, SIMULCAST OR BROADCAST ON 
FIVE TORONTO—CENTERED CANADIAN TV STATIONS, 
BY TYPE OF PROGRAM, OCTOBER 28—-NOVEMBER 17, 1978 


Series 


OCTOBER 28—NOVEMBER 3 
3 Buffalo Stations (Hrs) 38.5 


5 Toronto Stations 


Simulcast (Hrs) Pa 
Proportion (2%) (55.8) 
Simulcast and 

Broadcast (Hrs.) See 
Proportion (%) (87.0) 


NOVEMBER 4—NOVEMBER 10 
3 Buffalo Stations 35 


5 Toronto Stations 


Simulcast 13 
Proportion (37.1) 
Simulcast & 

Broadcast (Hrs) 27 
Proportion (77.1) 


NOVEMBER 11-NOVEMBER 17 


3 Buffalo Stations 36.5 


5 Toronto Stations 


Simulcast 15.5 

Proportion (42.5) 

Simulcast & 

Broadcast (Hrs) 25 

Proportion (68.5) 
SOURCE: 


Ne twork 


Movies Specials 


16 


13.5 


(66.7) 


20 


(20.0) 


16 
€75°=0) 


Weekly TY listings in Toronto. 


14 


9.5 


Total 


oie) 


2565 
(42.9) 


40 
(67.2) 


62.5 


19 
(30.4) 


39 
(62.4) 


66.0 


24.5 
(37-1) 


48 
(72.7) 


Non-Network 


Syndicated Other 


17 


16.5 


16.5 


0.5 
(3.0) 


Re) 
(45.4) 


7.5 


1.5 


21.5 


18.0 


0.5 
(2.8) 


tao 
(41.7) 


TABLE 13 


SIMULCASTING BY TORONTO STATIONS AGAINST BUFFALO 


OCTOBER 28 - NOVEMBER 17, 1978 
(Hours) 


Oct.28-Nov. 3 Nov. 4—Nov. 10 Nov. Ll-Nov. 17 Average 


CFGN - Day 0 0 0 0 
- Prime 5 See 4 42 
CITY - Day 10.5 103.5 10.5 10.5 
- Prime 4 4 5 4.3 
CFTO - Day 5 5 5 
- Prime 9.5 9.5 10.5 9.8 
CCH - Day 10 10 10 10 
- Prime Terys 3.5 6.5 5.8 
CBLT - Day 2.5 CaS 235 yee) 
- Prime Woes) 0.5 1 1 
TOTAL - Day 28 28 28 28 
- Prime PE ie 21 Pay 2562 


SOURCE: See Table 12 


Markets 


New York 

Boston 
Pittsburgh 
Miami 

Tampa-St. Petes 
Portland, Ore. 
Providence 
Buffalo 

Denver 
Nashville 


New York 
Boston 
Pittsburgh 
Mi ami 
Indianapolis 
Portland, Ore. 
Sacramento 
Cincinnati 
Buffalo 
Denver 
Providence 


TABLE 14 


ADVERTISING RATES OF NETWORK AFFILIATES, 
BY SELECTED MARKET, 1974 AND 1976 


1973-1974 
Rank ABC cBs 
1 8,650 9,500 
5 3,350 3,250 
10 2,900 2, 800 
15 1,289 1,600 
20 750 1,450 
26 1,100 e225 
27 1,350 1,400 
28 1,900 1,800 
29 1,100 1,050 
30 950 13275 
1975-1976 

il 8,800 9,500 
5 3,450 3,250 
10 nea 2, 800 
15 1,425 1,775 
20 1,400 1,500 
24 1,150 W22o 
25 1,250 1,050 
26 1,900 1,750 
27 1,900 1,800 
28 1,200 1,050 
29 1,350 1,400 


Source: Broadcasting Yearbook, 1974 and 1976. 


TABLE 15 


MEDIA ADVERTISING COST INCREASES IN CANADA, 


1974 - 1978 

1977 = 1978 1977 = 1978 
Medium Increase (%) Annual Rate of Increase 

Rate CPM Rate CPM 
TV Wee 13.3 11.8 A GL 
Radio 14.5 23.4 13.2 10.1 
Daily Newspapers yes) 4.9 10.7 lez 
Roto Supplements 6.1 4.9 8.6 7.8 
Magazines 6.2 4.0 7.6 7.8 
Outdoor 5.4 5.4 isa 12.8 
Transit 9.0 7 1 6.8 


SOURCE: John Tomlinson and Bill Bennet, Marketing, January 16, 1978. 


NOTE: The 1978 figures were forecasted by the writers. The rate 
column refers to published rate cards. The CPM changes 
refer to costs per thousand reached. 


TABLE 16 


ANNUAL RATE OF GROWTH OF REVENUES 
IN U. S., NETWORKS AND OTHER STATIONS; 


NETWORK, 


Station Category 


Networks 
Network 0 & O's 
All Other 


Revenue Category 


Network 
National Spot 


Local 


SOURCES: Broadcasting: 


LOCAL AND NATIONAL SPOT, 1973 - 1977 


@) 


76 - 77 75 - 76 
22.8 2657 
see 24.5 
8.0 74 
euae 24.0 
Zines 3267 
13.9 28.2 


August 14, 1978; August 29, 1977; 


August 


2, 1976; September 2, 1974. 


74 - 75 


8.0 
3.7 
9.2 


re) 
8.4 
10.1 


73 - 74 


9.4 
6.3 
8.8 


9.0 
8.6 
8.6 


TABLE 17 


ANNUAL RATES OF GROWTH OF TOTAL TELEVISION ADVERTISING 
EXPENDITURES OF LEADING CANADIAN TELEVISION ADVERTISERS 
IN 1977; IN CANADA AND THE U. S., BY COUNTRY OF CONTROL 


1974-1977 
(%) 
Total Expenditures in Canada Total Expenditures in the U.S. 
Foreign-control 76-77 75-76 74-75 74-77 76-77 75-76 74-75 74-77 
Proctor & Gamble 2 ee 34.1 i139 15.6 -2.8 29.8 11.4 12.0 
General Foods 26.2 38.2 bs ys 24.4 8.9 43.1 8.8 19.2 
Bristol-Myers 25.9 ake Pl 18.3 19.0 10.6 9.2 1136 10.4 
Warner-Lambert 4.3 22.3 3.8 Jeo ae0 2332 L36 1073 
Kraft Foods 23.0 3246 14.0 2353 9.5 18.0 4.9 TOT 
General Motors —I6.l5, o2eL 11.8 7.4 18.6 43.3 -11.6 14.5 
Kellogg 574 20.3 9.6 11.6 24.2 L052 2052 18.1 
Lever Bros. 80.4 5.0 18.8 3L30 rao a 4 -0.8 8.8 
Whitehall Labs 7.8 17.9 9.0 BS) 9.8 13,26 az 8.8 
Colgate-Palmolive -7.8 4.7 -18.7 -7.7 8.4 i pe -11.7 4.0 
Total 11.9 24.9 8.0 Lace 6.8 25.4 Agi: i ae 
$.C. Johnson 30.9 38 .6 -36.2 5.0 -12.4 ee -10.2 4.4 
Coca-Cola -0.7 95.3 19.0 S22 -3.1 16.7 ea | hep 
Ford 77.4 39.1 4.5 3754 202 L655 9.4 16.0 
Johnson & Johnson 143) gaa § 60.0 26.6 41.6 19.9 (hel 8) 22.0 
McDonalds CV ae] 39.2 T6y 3 33.6 21 4% 38.7 2321: 27.0 
Standard Brands -8.3 52.9 91.4 39 .0 0.1 -9.1 68.0 hie yes 
Beecham 40.8 On7, 26.3 28:3) nea Nas n.a,. Ma. 
Gillette -1.7 ec Spy 1.0 -11.9 onal 10.6 Po 
Sterling Drugs —~4.4 14.5 -15.8 -2.7 0.6 8 JES) -16.1 -5.4 
Imperial Oil 8.6 10.9 415 1053 po TP | 24.1 34,0 22.8 
Total 17.0 28.5 9.2 18.0 83 13554 o<3 9.9 
Nestle 37.6 L190 -3.8 Ew 2L 93 3L.5 21.3 24.6 
Simpsons-Sears 39.0 36.8 -4.3 22 27.4 8.9 zl Bike 8 JSS) 
Campbell Soup -18,.9 23.9 9.6 S13 -24 .0 47.6 45.2 iS Reg | 
Union Carbide 21 ek Lie ? de et 18.4 -18.8 40.1 33.3 14.9 
Nabisco 19.0 11.4 Lik 15.8 7.4 14.07 43.0 20.8 
Scott Paper -11.8 53.6 0.9 T1L20 6.4 va bb's -1,2 re 
Playtex 58.4 26,9» 12.0 22.0 n.a n.a n.a, n.a. 
F.W. Woolworth -12.4 43.5 41.2 21 -5.0 
Pepsi-Cola 7.8 22 ve 38.6 ie sed Zi 20 a ee Loe) 28.8 
American Express oy Re 70.2 94.0 Yee: 40.8 15.8 16.4 LAS esl 
Total 13.6 28 ad 13.8 1 oy 20.9 


TABLE L?- (cont *d) 
ANNUAL RATES OF GROWTH OF TOTAL TELEVISION ADVERTISING 


EXPENDITURES OF LEADING CANADIAN TELEVISION ADVERTISERS 
IN 1977; IN CANADA AND THE U. S., BY COUNTRY OF CONTROL 


1974-1977 
CZ) 
Total Expenditures in Canada Total Expenditures in the U.S. 

Foreign Control 76-77 75-76 74-75 74-77 76-77 75-76 74-75 74-77 
Philips 5.0 21.0 65.7 PRa\ 7 13.35 46.9 25.0 PM bod 
Lipton 5.3 74.7 41.1 37.4 
Noxzema 9.9 46.5 -22.6 Aw 26.4 30.4 -6 .2 15.6 
Gulf -15.0 4.9 spd al he 2 
Wrigley 13.6 eds 34.6 U7 -43.3 39.0 61.6 8.4 
TMX 10.1 PES ANK 40.7 24.0 
Chrysler 108 .3 329 .0 -60.5 5263 -14.6 30.7 36.3 15. 
Heinz Die 16.4 33.6 ZDilD 41.0 44.6 8.8 30.4 
Richardson & 
Merrell 49.0 9.9 3.1 19.1 28 .6 58.9 3254 39.4 
Quaker Oats 78.6 -24.3 86.9 36. 43.8 11.6 -28.7 4.6 

Total 19.2 21.0 24.9 Pa | 

Total 14.1 25) 10.8 16.7 
Canadian-control 
Gov't. of Canada 29.6 133.0 TWA Pe Sh sO) 
Molson 267 19.2 3.8 Me?) 
John Labatt 5S5e3 13.4 12.0 PSY oh 
K-Tel Both 33 20.0 9.3 
Carling O'Keefe -3.2 43.4 32.6 22.6 
Eaton's 23.1 82.6 nS aa 37,05 
Canada Packers -0.8 Zi iNest 14.0 
Hudson's Bay -11.8 34.7 166.5 46.8 
CN 82.7 185.4 63.9 104.5 
Trans-Canada Phone 7.0 205.9 -5.8 45.6 

Total 16.9 47.2 PPLE Pye} 72 
Quebec Gov't -10.6 47.6 ies 13.6 
Irwin Group 24.6 34.6 -17.9 1k, 7 
Bell Canada 50.2 4.2 -5.6 10.7 
Ahed Music 212.0 206.2 = - 
Rowntree-Macintosh -13.4 16.0 
Dominion Stores 48.2 -9.7 86.1 35.6 
Home Shoppe - - - - 
Tee Vee Records 43d: -0.7 118.6 Wiad 
CIBC 
Canadian Pacific WAG eS: ~39.8 13.9 5h ats! 

Grand Total 1353) 27 24 SONS 690729 
SOURCES: 


Elliott Research, Canadian National Advertising Expenditures, 1974 - 1977 
issues; Advertising Age, May 1975, May 1976, August 1977 and August 1978 
issues. 


HALIFAX 
MONTREAL (E) 
KINGSTON 
KITCHENER 

LON DON 

OTTAWA (E) 
PETERBOROUGH 
SAULT STE. MARIE 
TORONTO 

THUNDER BAY 
WINNIPEG 

(KCND NOT INCL.) 
CALGARY 

EDMON TON 

VAN COUVER 

(KVOS INCL.) 
(KVOS NOT INCL.) 


WINDSOR 


U.S 


TABLE 18 


STATION PERFORMANCE IN CANADA 


BY. MARKET © 19702-41977 


SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 
SHARE 
INDEX 


Nov/70 


NOV/74 


Boe 
Pa GEA 
130 
48.6 
97 
37.4 
97 
38 <L 
102 
Zhe 
iG 
41.5 
116 
Abad 
143 
41.4 
94 
30.8 


PERCENT SHARE OF HOURS TUNED —- WOMEN 18 


JAN / 76 


2204 
34.5 
166 
46.7 
90 
34.7 
90 
42.0 
nals 
ealieelt 
ay 
41.9 
7 


NOV/76 


2S ae 
37.4 
180 
49.4 
76 
AS eee 
76 
42.1 
us 
Z Sie 
1G Esl 
39.8 
bid 
68.3 
180 
SO 
81 
41.0 
96 
VaR S) 
136 
SPAN) 
1204 
2500 


24.2 


48.0 
om 
SY) 
say 
88.5 
110 


SOURCE: J. Walter Thompson, Media Update, February 28, 1978, p./7,8. 


NOV/77 


2280 
33.4 
LoL 
ay Pas) 
76 
2926 
76 
5G sk 
102 
Dhol 
ama 
SiS) 
iE 
68.2 
180 
ao) 
76 
41.5 


TABLE 19 
CABLE PENETRATION IN CANADA 
PERCENTAGE OF HOUSEHOLDS 


BY MARKET, @19705="49:76 


Nov/70 NOV/74 JAN/76 NOV/76 

HALIFAX z ~ 48 56 60 
INDEX - ~ - - 

MONTREAL (E&F) Z 2 34 37 42 
INDEX 100 155 168 191 

KINGSTON Z - 14 36 41 
INDEX - - - - 

KITCHENER z 53 76 77 79 
INDEX 100 114 114 116 

LONDON z 73 83 83 85 
INDEX 100 114 114 116 

OTTAWA (E&F) ’ 50 70 68 72 
INDEX 100 140 136 144 

PETERBOROUGH z 62 75 74 76 
INDEX 100 121 119 123 

SAULT STE. MARIE Z 25 72 74 75 
INDEX 100 288 296 300 

TORONTO Z 28 66 68 70 
INDEX 100 236 243 250 

THUNDER BAY Z 62 72 67 74 
INDEX 100 116 108 119 

WINNIPEG z 22 53 58 62 
INDEX 100 241 264 282 

CALGARY z 3 54 64 69 
INDEX 100 1800 2133 2300 

EDMONTON Z - 53 56 60 
INDEX 2 = = = 

VANCOUVER z 60 80 79 83 
INDEX 100 133 132 138 

WINDSOR Z = - - - 
INDEX - = = - 


Source: J. Walter Thompson, Media Update, February 28, 1978, p. 12, 13. 
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TABLE 21 


SELECTED FINANCIAL DATA BY REGION, 
PRIVATE CANADIAN TELEVISION BROADCASTING INDUSTRY, 
1974 - 1977 (AUGUST YEAR END) 


Revenues ($000's) 
Local National Network 
Sales Sales Sales 
1977 - Atlantic 7,029 7,064 4,246 
Quebec 29,949 38,625 8,389 
Ontario 13,198 86,851 17,844 
Manitoba/Saskatchewan 11,622 10,360 5,915 
Alberta £7105 13,655 6,062 
B. C./Yukon 9,956 16,293 6,136 
(88,859) (172,848) (48,592) 
1976 - Atlantic 6,469 5,796 4,071 
Quebec 26,430 34,177 7,966 
Ontario 12.735 72,834 A] 226 
Manitoba/Saskatchewan 9,955 8,385 5,487 
Alberta 14,070 10,555 5,741 
B. C./Yukon 6,466 10,935 4,923 
(76,125) (142,682) (45,454) 
1975 - Atlantic 5,538 4,799 2,874 
Quebec 21,167 285,125 6,578 
Ontario 13,454 58,480 14,186 
Manitoba/Saskatchewan 7,166 5,687 4,236 
Alberta 11,141 8,295 5,383 
B. C./Yukon 4,819 9,172 3,693 
1974 - Atlantic 4,687 4,079 Aad MP2 
Quebec 16,952 24,735 5,740 
Ontario 12,446 A ie See: 
Manitoba/ Saskatchewan 52572 Sea S201 
Alberta 7,828 6,782 4,644 


B. C./Yukon 3,880 7,403 2,945 


Total 


Air Sales 


185339 
76,963 
117,894 
27,897 
36,822 
32,385 


16,336 
68,573 
102,795 
23,826 
30, 365 
22,325 


13, 212 
55,870 
86,120 
17,089 
24,819 
17,684 


11,478 
47,428 
73,060 
14,005 
19,254 
14,228 


Production 


542 
3,684 
9,892 

341 
2,283 

290 


408 
4,649 
7,389 

539 
25145 

40 


Expenses 


Total 


Revenues 


18,934 
81,243 
129,074 
25,951 
ae s7 17 
33,058 


16,809 
73,681 
LLU S22 
24,572 
335.107 
225733 


13,604 
59,667 
96,589 
17,808 
27,504 
18,417 


12,007 
51,106 
81,144 
14,611 
20,163 
14,942 


SOURCE: See Table 20, 


Program 


6,838 
275937 
60,497 
Lioa2 
16,476 
14,748 


6,179 
23,281 
49,341 
9,591 
13,765 
8,355 


4,592 
19,956 
46,267 
7,166 
11,987 
6,345 


4,401 
17,843 
48,256 

5,718 

Ty327 

5,747 


Technical 


2,259 
8,812 
7,548 
2,443 
2,786 
3,585 


1,812 
7,564 
7,074 
meee 
2,979 
5105 


1,683 
6,896 
6,921 
1,654 
2798 
1,556 


1,476 
Dsoce 
6,729 
1,267 
L623 
1,248 


TABLE 21 (cont'd) 


Sales 


Promotion 


“eg ie) 
6,683 
12,086 
3, Via 
4,124 
3,222 


eee Es 
5,636 
10,815 
2,646 
35L77 
2,036 


1539 
4,842 
9,854 
1,869 
2,845 
1,632 


Teo 
4,142 
9,315 
1,536 
2,051 
1,465 


Administration 


3,206 
16,214 
20,125 
4,631 
7,276 
6,149 


3,102 
sre yea Uy 4 
17,516 

4,312 

6,463 

4,369 


2,622 
11,652 
16,248 
2,855 
5,529 
4,148 


25239 
9,438 
14,918 
2,464 
27000 
25359 


Total 


14,417 
59,645 
100, 256 
214937 
30, 663 
27,754 


12,884 
49,653 
84,746 
18,771 
25,985 
16,940 


10,432 
43,346 
79,289 
13,543 
23152 
13,681 


9,372 
36,954 
79,222 
10,984 
13,869 
10,798 


PRIVATE CANADIAN TELEVISION BROADCASTING INDUSTRY 


Atlantic 

Quebec 

Ontario 
Manitoba/Saskatchewan 
Alberta 


B. C./Yukon 


TABLE 22 


DISTRIBUTION OF TOTAL AIR SALES 


BY LOCAL, NATIONAL AND NETWORK, BY REGION, 


1976 - 1977 
(%) 
Local 

1976aghi977 
39.6 38.3 
38.5 38.9 
12.4 11.2 
42.8 41.7 
46.3 46.4 
29.0 30.7 


SOURCE: See Table 20. 


National 
1976 _ BiLowE 
She) 38.5 
49.8 50 a2 
70.8 73.7 
36.0 3741 
34.8 37.1 
49.0 50.3 


Network 
L976, 961977 
24.9 23.2 
LEs6 10.9 
16.7 Nine I 
23.6 oie eas 
18.9 16.5 
2220 19.0 


TABLE 23 


DISTRIBUTION OF TOTAL LOCAL SALES 
TOTAL NATIONAL SALES, TOTAL NETWORK SALES, 


BY REGION, 
PRIVATE CANADIAN TELEVISION BROADCASTING INDUSTRY, 
1976 - 1977 
(%) 
Local National Network 
1976 1977 1976 1977 1976 1977 
Atlantic 8.5 7.9 4.1 re I 9.0 87 
Quebec 34.7 S357 24.0 ebgege L7 <5 u AY fre 
Ontario 1657 14.8 51.0 50.2 37.9 36.7 
Manitoba/Saskatchewan is ee 13e) 5.9 6.0 isa 12E2 
Alberta 18.5 19.2 Teen y ore 1236 12.5 
B. C./Yukoa 8.5 LZ Dar 9.4 10.8 12.6 


SOURCE: See Table 20. 


TABLE 24 


DISTRIBUTION OF TOTAL EXPENSES, BY REGION, 
PRIVATE CANADIAN TELEVISION BROADCASTING INDUSTRY, 


1976 - 1977 
(%) 
Sales 
Program Technical Promotion Administration 

1976 1977 1976 1977 1976 1977 1976 1977 
Atlantic 48.0 47.4 WAAL Sys 7/ 13.9 eien7 242. SNS 
Quebec 46.9 46.8 eSe2 14.8 melivercs Tike, 2 26.5 2182 
Ontario 58.2 60.3 8.4 Php 258 Wael 20.7 20.1 
Manitoba/ 
ee ae S15k bisiaal abet ila Re? 14.1 14.3 23.0 21053 
Alberta 53.0 5S) 7/ 9.9 9.1 WGP Pae4 24.9 23i/ 
B. C./Yukon 49.3 531 12.9 29: 12.0 Late 25:10 22 de 


SOURCE: See Table 20, 
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TABLE 27 


DISTRIBUTION OF TOTAL SALES TO ADVERTISERS 
BY U. S. NETWORKS, NETWORKO & O's AND ALL OTHER STATIONS 


1973 - 1977 
(%) 
dogns) 1976 "© 197908 719740 isis 
3 Networks UN Yes 39.9 40.2 40.4 40.2 
15 Network O & O's 8.9 9.8 10.0 10.3 10.6 
All Other 47.9 50.3 49.7 49.3 49.3 


SOURCES: Broadcasting, August 14, 1978; August 29, 1977; August 2, 1976; 
September 8, 1975; September 2, 1974. 


TABLE 28 


DISTRIBUTION OF TOTAL SALES TO ADVERTISERS 


BY U. S. TELEVISION STATIONS, 
BY NETWORK, SPOT AND LOCAL, 


1973 - 1977 
(%) 
1977 1976 1975 1974 1973 
Network 47.4 44.4 457 46.1 46.0 
Non-Network 
Spot 28.8 31.9 30.7 30.7 3007 
Local 23.8 2350 23.6 2a 23.3 


SOURCE: See Table 27. 


TABLE 29 


DISTRIBUTION OF EXPENSES 
BY SELECTED EXPENSE CATEGORIES, 
U. S. NETWORK AND TELEVISION STATIONS, 


1973 - 1977 
(%) 

1977 1976 1975 1974 1973 

Technical - 3 Networks n/a n/a n/a n/a n/a 
- Network 0 & 0's T1s4 L252 12.2 16.7 L7.0 

- Network affiliates Teo I253 12:6 12.8 ie Ry 

- Independents 10.9 lise 12 sz L235 11.9 

Program - 3 Networks n/a n/a n/a n/a n/a 
- Network 0 & O's 56.1 55.4 57.9 52.0 She 4 

- Network affiliates 42.3 42.1 43.0 39.6 41.6 

- Independents 48.1 48.6 48.9 47.7 49.2 

Technical and Program 

- 3 Networks 86.4 87.6 87.0 86.9 88.2 

- Network 9 & O's 674.5 67.6 70,2 68.7 68.4 

- Network affiliates 54.2 54.4 55.6 52.4 Sirs} 

- Independents 60.3 60.4 61.0 60.3 61.1 

Selling - 3 Networks 4.5 3.9 3.8 I a4 
- Network 0 & 0's 137 13.6 12.1 12.4 DEA 

- Network affiliates 13.8 1334 125.9 12.8 12726 

- Independents 14.6 nS Be 12.6 12.4 1256 
Administration - 3 Networks 9.2 aa Sez 9.4 8.5 
- Network 0 & 0's 18.8 18.8 L738 19.0 1953 

- Network affiliates 32:30 3292 315 34.9 325.2 

~- Independents 25 ul 263 26.4 27.4 26.3 

Feature Films - 3 Networks 4 9.3 8.9 Li. 
Purchased Programs - 3 Networks 43.6 40.3 40.4 38.2 


SOURCE: See Table 27. 
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TABLE 32 


PROFIT RATES (PROFITS/REYENUES ) 
SELECTED U.S. TELEVISION MARKETS 


1972-1977 
(%) 

Market 1977 ew ADI6G e197 1974 @ 1973 191 
Top 7 Markets 
New York PHS tol wh la7 Las 231 19.9 23.4 2eok 
Los Angeles 28.8 29.8 172 19.6 21.2 22.4 
Chicago 29.4 34.0 28.0 2735 26.1 PIS) 574 
Philadelphia Sia 3 hed 2154 24.8 24.4 25.4 
San Francisco 32:32 SE)S7/ 26.2 Zie Bis2 29.4 
Bos ton 31.6 34:.i1 24.9 26.2 26.8 30.4 
Detroit 33a0 37.6 30.6 35.6 Seco! Bho ey 
Buffalo Equivalent Markets 
Buffalo 30.3 34.7 315 33.2 alee 33.6 
Cincinnati 32.8 29.6 25.9 24.6 20.5 232 
Portland, Oregon 29 .6 33.55 120-5 16.8 14.2 17.4 
Providence 28.7 SV 45S) wPbyaih 2202 25.6 26.2 
San Diego 32.8 30.6 22.0 21.3 ey 16.0 
Rochester 41.0 39 .6 27.0 28.1 Phe S| 14.9 
Burlington-Plattsburgh Equivalent Markets 
Burlington-Plattsburgh /3iVe 7 23.8 18.9 20.9 16.1 23 ak 
Fargo Valley 19.7 24.3 11.5 Sy: a0 ihe 
Baton Rouge 15.9 17.8 ive % 0.3 Bao. 3.6 
Huntsville-Decatur 1535 17.6 1.9 ike? 8.7 10.9 
Johnston City 26.0 25.2 20.9 16.6 20.0 Lane 
Erie Pennsylvanie Equivalent Markets 
Erie 5 NS) Pa 5.9 10.1 6.8 
Joplin 18.7 18.6 14.0 18.0 19.7 2435 
Rochester, Minn. 24.8 22.6 19.0 23.4 20.6 ewe 


SOURCE: See Table 31. 


TABLE 33 


ANNUAL RATES OF GROWTH OF BROADCAST EXPENSES 
SELECTED U.S. TELEVISION MARKETS 
1972-1977 
(%) 


Market 76-77 75-76 74-75 73-74 72-73 = =72-77 


Top 7 Markets 


New York 8.6 ea | 
Los Angeles 6.6 0.9 
Chicago Dok Ds > 
Philadelphia S.7 LZeo 9.3 
San Francisco 10.5 7.4 
Boston 8.8 32:0 
Detroit 11.4 5.5 


Buffalo Equivalent Markets 


Buffalo 0.5 
Cincinnati 6.8 
Portland, Oregon Pies 
Providence re | 
San Diego 10.8 
Rochester 6.5 


Burlington—-Plattsburgh Equivalent Markets 


Burlington-Plattsburgh 7.9 1 
Fargo Valley cist 
Baton Rouge TS 1 
Huntsville-Decatur ae 16. 
Johnston City 10.3 i 


Erie Pennsylvania Equivalent Markets 


Erie 3 
Joplin oe 
Rochester, Minn. 12 


SOURCE: See Table 3]. 


DISTRIBUTION OF NATIONAL ADVERTISING EXPENDITURES 

BY RADIO AND TELEVISION 

50 LEADING NATIONAL ADVERTISERS IN 1977 IN CANADA 
1974 - 1977" 


Rank /1977 Company 


Govt. 
General Foods 


Kraft Foods 
Bristol-Myers 
Ford 


OWomownW S&S wd ee 


Molson Cos. 
10. Imasco 


ll. Kellogg-Salada 


12. Lever Bros. 
13. Ontario Govt. 
14. Rothmans 

15. John Labatt 


16. Carling O'Keefe 


17. Coca-Cola 
18. Chrysler 
19. Eaton's 


20. Whitehall Labs. 


21. Air Canada 


22. Canadian Pacific 
23. Colgate-Palmolive 


24. OW 


25. Standard Brands 


26. McDonalds 
27. Seagrams 

28. Quebec Govt. 
29. K-Tel 

30. S.C. Johnson 


31. Dominion Stores 
32. Johnson & Johnson 


33. Beecham 


34. Macdonald Tobacco 


35. Imperial Oil 


of Canada 


Procter & Gamble 
General Motors 


Warner-Lambert 
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TABLE 34 
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TABLE 34 (cont'd) 


Radio TV 
Rank /1977 Company 1977 1976 1975 19744 1977 1976 1975 1974 
36. Canada Packers ak 3.0 5.0 6.7 78.9 76.6) 68:1" 165.6 
37. Nabisco 3.6 4.9 is | 8.0 64.6 63.0 66.0 Lee 
38. Simpsons-Sears 9.9 pe) a A ee Py oe 66.7 62.6 64.0 73.6 
39. Nestle 2k 10.5 (legs 6.9 Tees 73.0 69.6 714 
40. Pepsi-Cola 8.6 Pag eo) 14,95 £12055 64.2 64.1 68.8 71.9 
41. Gillette ~ 4.5 ao - 54.5.1 (92.8, 92,8. 97.0 
42. Gilbeys - - 1.4 1.4 7.4 6.0 6.1 tack 
43. Sterling Drugs ye) 5.6 9.6 1342 84.5 82.0 FORE: 70.4 
44. Gulf 6.6 8.0 Jez Jaz 60.8 ._69.1 , 73.6 62.0 
45. Hudsons Bay 3.6 te 0.9 4.4 91.9 94.1 90.9 85.8 
46. Campbell Soup 10.6 4.0 lel 4.2 74.8 Blo «83.7 81.3 
47. Bell Canada 6.9 10.7 12.4 16.8 64.0 46.4 55.6 48.6 
48. American Express 1.4 ~ 8.6 21.6 71.6 79,0. DGe2e,, 40.0 
49. Hiram Walker - Les 1.0 - - - - - 
50. Wardair 2.0 ae! 0.8 4.0 - - = - 
Total - Top 50 
- All 8.6 957 10.9 11.3 S220) “36.6 oeale a SO 


SOURCE: Elliott Research, Canadian National Advertising Expenditures, 1974 
through 1977 issues. 


NOTES: 11974 data include Canadian placed business on KCND Pembina and KVOS 
2 Bellingham. 
1975 data include Canadian placed business on KCND Pembina. 


“Ke llogg=Salada merged in 1975 and 1974. Data were aggregated for the 
two separate companies. 

Sacha Labatt purchased Chateau Cartier and Chateau Gai in 1974 and 1974, 
and data were therefore aggregated. 


Sneeetiant purchased LARAIT Sales in 1974 and CALGON in 1976, and thus 1974 
through 1976 data were also aggregated. 


*rv selective announcement expenditures were compiled from information 
supplied by TV stations or their representatives and verified by 
monitoring and/or station logs in 18 centres across Canada. TV 
programming and network announcement expenditures were compiled by 
monitoring in key centres across Canada and/or program formats. Each 
announcement was costed using the one-time rate published in Canada 
Advertising Rates and Data. The expenditures reported do not 
represent total budgets of given brands, since some media were 
excluded here. 
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TABLE 35 


ANNUAL RATES OF GROWTH OF TOTAL ADVERTISING EXPENDITURES 
AND TOTAL TELEVISION EXPENDITURES OF 
50 LEADING NATIONAL ADVERTISERS IN CANADA IN 1977, 


1974 - 1977 
(%) 
Total Advertising Total Television 

76-77 75-76 74-75 74-77 76-77 75-76 74-75 74-77 
Govt. of Canada 49.3 46.3 e751 36.8 29.6 133.0 1492215160 
General Foods 30.9 37.6 0.6 21.9 26.2 3652 10.3 24.4 
Procter & Gamble 350 34.0 Tiel 1563 aa 34.1 11.9 15.6 
General Motors -8.1 27.4 4 6.1 -16.1 32.1 11.8 7.4 
Kraft Foods 14.3 “*2655 14.0 18.8 23.8 2253 14.0 23e3 
Bristol-Myers 9.2 18.1 21.4 16.1 25.9 1371 18.3 19.0 
Ford 1.0 “109569 "=27721 233) 77.4 39.1 “5 3758 
Wamrmer-Lambert 4.4 15.0 5.1 8.0 &, 3; PPZ iss 3.8 9.5 
Molson 18.8 14.2 <-3.0 9.6 123.7 19.2 328 La7 
Imasco 9.9 37.3 £333 19.6 10.5 109.0 -5.7 29 .6 
Kellogg-Salada 228 2052 18.6 1336 5.4 20.3 9.6 11.6 
Lever Bros. 73.0 3.0 10.4 25% 3 80.4 5.0 18.8 31.0 
Ontario Govt. 28.4 -23.4 134.4 3281 11.9 39.2 -3.3 14.6 
Rothmans 25.4 54.1 9.1 2882 - ~ - = 
John Labatt 34.2 10.3 8.4 Vil $523 13.4 12.0 25.4 
Carling O'Keefe -7.1 32.0 11.9 11,1 -3.2 43.4 32.6 22.6 
Coca-Cola -20.6 65.8 47.0 24.6 -0.7 9525 19.0 3252 
Chrysler 10.4 54.4 2338 2462 108.3 329.0 -60.5 5272 
Eaton's 13.7. 90.9 -10.2 24.9 23% | 82.6 Lal 3723 
Whitehall Labs 9.2 19.6 835 12.3 7.8 17.9 9.0 Mins 
Air Canada 3.4 16.8 1732 123 187.8 -58.4 554 8.0 
cP 14.3 are 17.9 10.9 72.5 -39.8 13:9 hte! 
Colgate-Palmolive -6.0 -8.4 <-11.2 -8.6 -7.8 4.7 -18.7 -7.7 
CN %.5 74.3 m3 34.1 8227 118564 63.99 104:5 
Standard Brands 0.9 14.1 S221 28.0 -8.3 52.9 91.4 39.0 
McDonalds 33.1 46.4 16.6 31.4 47.3 39.2 16.3 33.6 
Seagrams 3a 252 TZ 7 WSu2 = 
Quebec Govt. -20.1 35.8 131 fel -10.6 47.6 Let 13.6 
K-Tel 5.0 343 18.6 8.8 5.4 a¢36 “2050 923 
S.C. Johnson 30.4 39.1 -35.4 5.4 30.9 38.6 -36.2 5.0 
Dominion Stores 52.5 TVS4" "92256 2a PP 48.2 -9.7 86.1 35.6 
Johnson & Johnson 4.9 524 50.6 18.5 14.1 11.1 60.0 26 .6 
Beecham 30.4 -2.4 15 .6 vane 40.8 Oat 26:3 2837 
Macdonald Tobacco 67.2 -36.4 65.2 ZO - - - - 
Imperial Oil 0.7 1733 8.2 6.6 8.6 10.9 1165 10.3 


Company 

36. Canada Packers 
37. Nabisco 

38. Simpsons-Sears 
39. Nestle 

40. Pepsi-Cola 

41. Gillette 

42. Gilbeys 

43. Sterling Drugs 
44. Gulf 

45. Hudsons Bay 
46. Campbell Soup 
47. Bell Canada 
48. American Express 
49. Hiram Walker 
50. Wardair 


SOURCE: 


All Advertising 


in Canada 


See Table 34. 


TABLE 35 (cont'd) 
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Total Television 


13.3 


75-76 


2.3 
11.4 
36.8 
11.0 
2252 

1.8 


27.4 


74-75 


1733 
A? al 
-4.3 


13.6 


74-77 


14.0 
15.8 
22h 
13.7 
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TABLE 36 


TOTAL TELEVISION ADVERTISING EXPENDITURES IN CANADA 


Foreign Control 


Procter & Gamble 
General Foods 
Bristol-Myers 
Warmner-Lambert 
Kraft Foods 
General Motors 
Kellogg-Salada 
Lever Bros. 
Whitehall Labs. 
Colgate-Palmolive 


Total 1-10 


S.C. Johnson 
Coca-Cola 

Ford 

Johnson & Johnson 
McDonalds 
Standard Brands 
Beecham 

Gillette 

Sterling Drugs 
Imperial Oil 


Total 11-20 


Nestle 
Simpsons-Sears 
Campbell Soup 
Union Carbide 
Nabisco 

Scott Paper 
Playtex 

F.W. Woolworth 
Pepsi-Cola 
American Express 


Total 21-30 


1977 


15 ,905 
15,709 
7.960 
7, 882 
7,089 
6,357 
6,145 
6,113 
4,855 
4,762 


82,777 


4,503 
4,270 
4,213 
3,922 
3, 899 
3,702 
3,291 
3,085 
pag fF 2 
2,658 


36 5275 


2,554 
2,271 
2,262 
Wert? 
2,207 
P71 
2,158 
2,157 
2,104 
2,092 


22,188 


BY LEADING TELEVISION ADVERTISERS IN 1977 
CANADIAN OR FOREIGN CONTROL, 1974 - 1977 


($000' s) 


19 76 


15,425 
12,451 
6,321 
7,554 
5,727 
7,576 
5,832 
3, 389 
4,506 
5,165 


73,946 


3,439 
4,299 
2, 375 
3,438 
2,647 
4,037 
2, 338 
3,138 
2,857 
2,448 


31,016 


1,856 
1,634 
2,788 
lee77 
1,854 
2,462 
1, 362 
2,463 
1,952 
M331 


195529 


CANADIAN EXPENDITURES 


1975 


11,505 
9,011 
5,591 
6,227 
4,313 
5, 736 
4,848 
Dyecd 
3,821 
4,932 


he | 


2,482 
yp 
1,707 
3,094 
1,902 
2,641 
2,322 
3,082 
2,496 
2,208 


24,135 


1,672 
1,194 
2,251 
1,641 
1,665 
1,603 
1,057 
1,716 
1,597 

782 


15,178 


1974 


10,283 
8,170 
4,727 
6,001 
3,785 
5,130 
4,423 
2,718 
3,505 
6,064 


54, 806 


3, 890 
1, 850 
1,634 
1,934 
1,636 
1, 380 
1, 839 
2,990 
2,966 
1,980 


22,099 


1,734 
1,248 
2,053 
ieee He 
1,422 
1,588 
1, 187 
1,215 
1,152 

403 


i353) 


Foreign Control 


Philips 
Lipton 
Noxzema 
Gul f 
Wrigley 
TMX 
Chrysler 
Heinz 
Richardson & 
Merrell 
Quaker Oats 


Total 31-40 


Total 


Canadian Control 


Government of 
Canada 

Molson 

John Labatt 

K-Tel 

Carling O'Keefe 

Eaton's 

Canada Packers 

Hudson's Bay 

CN 

Trans-Canada 
Telephone 


Total 1-10 


159,643 


8,727 
5,327 
4,966 
4,761 
4,440 
3,570 
2,845 
2,814 
2,795 


SATA 
42,416 


TABLE 36 (cont'd) 


CANADIAN EXPENDITURES 


15,445 


139,936 (42.0) 


1975 


1,629 
1,116 
1,209 
2,397 
1,550 
1,327 

200 
1, 169 


998 
1,172 


1237607 


Liis293 


(42 .6) 


983 
791 
1,561 
15815 
gyis2 
943 
506 
875 


968 
627 


10,221 


100,461 


2,532 
3,819 
2,516 
3,643 
2,412 
1, 380 
1,921 

889 

327 


704 
20,143 


(43.7) 


Canadian Control 


Quebec Government 

Irwin Group 

Bell Canada 

Ahed Music 

Rowntree—- 
Macintosh 

Dominion Stores 

Home Shoppe 

Tee Vee Records 

CIBC 

Canadian Pacific 


Total 11-20 
Total 
Total—Above 


Grand Total 


SOURCE: 


1977 


2,159 
2,119 
1,874 
1,844 


1,785 
1,761 
1,716 
1,699 
1,521 
1,501 


17,979 


60, 395 


220,038 (58.42) 


S77, 019 


See Table 34. 


(16.0) 


TABLE 36 (cont'd) 


CANADIAN EXPENDITURES 


1976 


2,414 


332 , 804 


1975 


1,635 
1,263 
1,303 

193 


77 
1,316 


704 
1,440 
1,445 


10,476 


loys BS | 


261,165 


(13.4) 


2295903 


Procter & Gamble 
General Foods 
Bristol Myers 
Warner-Lambert 
Kraft Foods 
General Motors 
Kellogg l 
Unilever 
American Home Pr 
Colgate-Palmoliv 


Total 


S.C. Johnson 
Coca-Cola 

Ford 

Johnson & Johnso 
McDonalds 
Standard Brands 
Beecham 
Gillette 
Sterling Drugs 
Exxon 


Total 


Nextle 

Sears, Roebuck 
Campbell Soup 
Union Carbide 
Nabisco 

Scott Raper 

Es mark 

F.W. Woolworth 
Pepsico 
American Express 


Total 


TABLE 37 


TOTAL TELEVISION ADVERTISING EXPENDITURES IN THE U.S. 
BY LEADING TELEVISION ADVERTISERS IN CANADA UNDER FOREIGN CONTROL IN 1977 


1974 = 1977 
($000's U.S.) 


Lo77 


329 ,602 
212,788 

133, 169 

82,273 

49,436 

117,438 

58, 866 

5 104,271 
od. 143, 780 
e 85,979 


1,317,602 


30, 116 
45,357 
94,069 
n 52,944 
95,709 
18,051 


58,322 
57,997 
19,603 


472,168 


57,425 
102,276 
27,957 
14,113 
75,132 
17,925 
44,313 


155392 
19 , 340 


415,948 


U.S. EXPENDITURES 


1976 


329, 130 
195,436 
120,427 
79, 844 
45,129 
99,039 
47,408 
97,456 
130,960 
19,328 


1,234,183 


34,395 
46 , 788 
78,229 
375383 
79 , 839 
18,029 
nedae 
66 , 226 
57,641 
17,610 


436,140 


47,357 
80,314 
36,793 
17, 386 
69,972 
16, 842 
N.a. 


62,286 
13,738 


1975 


261,199 
136 ,583 
110,290 
62,310 
38,235 
69,104 
43,033 
80,440 
115,240 
67,497 


993,931 


30,925 
40,078 
65,995 


a705315 


36,022 
73,761 
24,919 
12,406 
60,992 
13,246 
nea. 
12,289 
41,056 
11,862 


286,593 


1974 


234,484 
125,474 
98, 842 
61, 322 
36 , 436 
78, 208 
35,704 
81,057 
111, 705 
76,468 


939, 700 


34,432 
39 ,028 
60,316 
29,145 
46,753 
11,808 
nea. 
55, 360 
68,410 
10 ,588 


355 , 840 


295097 


237,007 


TABLE 37 (cont'd) 


U.S. EXPENDITURES 


1977 1976 1975 1974 

North American Philips 23,909 21,071 14,347 11,475 
Unilever 
Noxell 25 5564 20,222 15,503 16,529 
Wrigley 19,877 35 ,046 25,204 15,600 
Chrysler 50,745 59,424 45,470 33,354 
Heinz 34,174 24,233 16,754 15,399 
Richardson & Merrell 42,265 32, 867 20,685 15,617 
Quaker Oats 35 ,008 24, 350 21,810 30,596 

Total 231,542 217,243 159,773 138,570 


SOURCE: Advertising Age, May 1975, May 1976; August 1977, August 1978. 
In turn, the original source data are Leading National Advertisers, 
Broadcast Advertisers Reports. 
NOTES: 1.180 includes Lipton. 
*A180 includes Boyle-Midway. 


Pais includes Swift & Co., Estech Inc., and Vickers Energy. 


TABLE 38 


TELEVISION ADVERTISING TO TOTAL ADVERTISING RATIOS 


BY LEADING FOREIGN-CONTROLLED TELEVISION ADVERTISERS IN CANADA IN 1977, 
U. S. AND CANADA, 1974 —- 1977 


Canadian ratios U.S. ratios 

1977 1976 1975 1974 1977 1976 1975 1974 
Procter & Gamble 96.2 96.1 96.1 95.4 92.7 93.6 95. 1 95 .6 
General Foods 9153 94.7 94.3 86.0 85.2 86.8 a2 89 .0 
Bristol-Myers 84.4 Tape 76.5 Thee 81.2 78.9 82.4 81.3 
Warne r-Lambert 96.2 96.2 91,55 92.4 In $9.9) 93.0 96.9 
Kraft Foods 71.9 66.4 64.4 64.4 63.9 72.9 13.1 = Pe? 
General Motors 63.1 69.1 66.7 £460. 49 .9 48.6 66.6 67.8 
Kellogg 88.5 86.4 86.3 93.4 88.8 87.4 93.1 95.0 
Lever Bros. 99.7 95.6 93.9 Wee 90.4 92,3. 93.8 "93.6 
Whitehall Labs 89.8 91.0 9743) 91.9 91.6 90.2 95.6 94.5 
Colgate-Palmolive 91.0 Ca | 81.0 88.5 90.1 84.2 86.0 86.6 

Total 
S.C. Johnson 98.76 “SBS 9S. 99.9 Fiws 87.4 94,10) 95.8 
Coca-Cola Jjce ~So.4 49.6 61.3 76.9 76.0 95.6 93.8 
Ford S152 31.0 46.6 37.0 59.8 59.3 13.5 79.9 
Johnson & Johnson 94.1 86.5 82.1 dice 79 67 81.8 85.0 85. 1 
Mc Donalds 80.4 72.6 76.4 76.6 97.1 96.5 93530 93.0 
Standard Brands 1D 83.3)" 6242 59.2 64.4 68.2 78.2 72.8 
Beecham 79 .0 1302 74.0 65.0 n.a. n.a. n.a. n.a. 
Gillette 94.5 92.8 92.8 97.0 90.5 93.4 92.4 91.2 
Sterling Drugs 84.5 82.0 76.5 70.4 8257 85.4 89.8 85.8 
Imperial Oil 71.4 66.2 66.5 64.5 67.2 66.5 1058 71.6 
Total 

Nestle 152 1320°" 697-6 71.4 eal! S120" 93.0 9154 
Simpsons-Sears 66.7 62.6 64.0 73.6 68.7 78.8 BB.0° 63.2 
Campbell Soup 74.8 81.9 88.7 81.3 69.8 74.8 82.6 1200 
Union Carbide 81.8 83.9 18.1. -96.5 T3046 76.4 76.6 7601 
Nabisco 64.6 63.0 66.0 730 90.8 90.5 95.2 94.0 
Scott Paper 83.0 80.7 80.7 86.8 88.4 86.2 92.8 94.1 
Playtex 94.0 94.9 87.5 90.8 n.a. n.as, 1.28 n.a. 
F.W. Woolworth 80.6 95.4 98.4 94.6 99.1 98.6 
Pepsi-Cola 64.2" 64.1 68.8 71.9 90.1 87.4 96.7 937 
American Express 71.6 (970° 58.2° 4020 67.9 65.0 Cp ys 73.9 


Total 


Philips 
Lipton 
Noxzema 
Gulf 
Wrigley 
TMX 


Chrysler 

Heinz 
Richardson-Merrell 
Quaker Oats 


Total 


Total - Foreign 
Control 


Grand Total 


SOURCES: See Tables 35 


Canadian ratios 


LOTT 


85.2 
98.4 
93.2 
60.8 
92.4 
95.8 
Sis 
88.3 
78.8 
60.7 


55.8 


and 3/7 


TABLE 38 (cont'd) 


1976 


Sino 
91.2 
86.9 
69.1 
87.6 
96.1 
16.6 
89 .6 
85.4 
64.6 


54.6 


1975 


51.3 


1974 


80.4 
69.4 
85.4 
62.0 
75.8 
74.7 
17.0 
87.6 
84.2 
73.0 


51.0 


1977 
85.6 
1369 
65.2 
52.1 
90.3 


88.0 
72.6 


U.S. ratios 


1976 
83.6 
82.0 
72.1 
61.2 
89.9 


87.1 
75.5 


1975 
81.6 


88.4 


TABLE 39 


PROPORTION OF TELEVISION ADVERTISING EXPENDITURES 


SPENT ON NETWORK TV IN CANADA AND THE U.S. 


BY LEADING FOREIGN-CONTROLLED CANADIAN TELEVISION ADVERTISERS 


Procter & Gamble 
General Foods 
Bristol-Myers 
Warner-Lambert 
Kraft Foods 
General Motors 
Kellogg 

Lever Bros. 
Whitehall Labs. 
Colgate-Palmolive 


Total 


S.C. Johnson 
Coca-Cola 

Ford 

Johnson & Johnson 
McDonalds 
Standard Brands 
Beecham 

Gillette 

Sterling Drugs 
Imperial Oil 


Total 


Nestle 
Simpsons-Sears 
Campbell Soup 
Union Carbide 
Nabisco 

Scott Paper 
Playtex 

F.W. Woolworth 
Pepsi-Cola 
American Express 


Total 
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IN CANADA IN 1977, 1974 - 1977 


Canadian Expenditures 


1976 i975 


60.2 
40.0 
25.8 
32.7 
15.4 
63.7 
64.7 

0.0 
53.0 
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Ura. Expenditures 


i977 1976 1975 


a7 50° 6158  -G2.2 
66.0 61.8 61.0 
85,0) 685.0 981.35 oo1739 
: 67.4 73. 9ne 19.25 
42.7 39.6 54.0 63.8 
Vine 9 lee0 7923 
70.7 68.2 70.0 63.6 
61,9. 059-2. . 520 
74.4 70.9 71.0 
S200 tO. os). 7 0 


TeweS0.2 85.0 89.4 
9 37.9, 38.2 44.4 
2y, .03.9 69.1 66.3 
Jeeol.G » /955° © 85.3 
0 40.5 40.0 39.1 
3 49.0 32.1 44.2 
a. nea nea 
6 776.2.0 16.2 82.0 
a>" 178.5 81.5 88.9 
5 FOcek 0 = Bien: 76)9 
67.8 61.4 70.1 


Philips 

Lipton 

Noxzema 

Gulf 

Wrigley 

TMX 

Chrysler 

Heinz 
Richardson-Merrell 
Quaker Oats 


Total 


Total - Foreign 
Control 


Grand Total 


SOURCES: See Tables 35 
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Canadian Expenditures 
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U.S. Expenditures 


1977 


50.0 


1976 
52.0 
7ae3 

3.3 
44.9 
53.8 


74.7 
54.2 


19:75 


62.6 


1974 
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MEDIA ADVERTISING COST INCREASES IN THE U. S., 


1974 - 1978 
1977 - 1978 1977 - 1978 
Increase (%) Annual Rate of Increase 
Rate CPM Rate CPM 
TV - Daytime Network Lia2 14.8 18.6 17.8 
- Evening Network 12.8 gi) 53.7 Lin 
- Spot Doe ep -6.6 6.8 wee 
Radio - Spot 10.2 8.6 1052 ee 
- Network 14.9 13.9 9.8 8.4 
Newspapers 7.8 ifels) 10:8 11.4 
Supplements 10.1 10.1 957 8.9 
Magazines 10.2 7.4 6.7 4.5 
Outdoor (Lae 5.9 S22 Tek 
SOURCE: Broadcasting, February 6, 1978. 
NOTE: These estimates are based on units of 30 seconds for TV, 60 
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seconds for radio, four-colour pages for magazines, 1,000 
lines black and white for newspapers, black-and-white pages 
for supplements and 100 showings for outdoor Audience levels 
and CPM's are based on women 18+ for daytime network, total 
persons 12+ for evening network, TV households for spot TV, 
persons 12+ for network and spot radio, adults 18+ for 
magazines, total population for outdoor and circulation for 
newspapers and supplements. CPM figures for spot TV are 
based on Bates' own experience; for network TV, on Nielsen 
reports. Tables show trends in index form, with 1970, as 
base year, at 100. The number by which any subsequent year 
exceeds or falls below 100 is that year's percentage of 
increase or decrease from 1970. Figures for 1977 
expenditures and all 1978 figures are Bates' estimates. 
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